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Inquest on the Crisis 


By Lionel Robbins 


T may be remembered that, when Mr. Churchill addressed 
the House of Commons on the morrow of the Munich 
Agreement, the first thing he emphasized was that we had 
suffered a major defeat. Similarly in any review of the present 
economic crisis, the first thing that must be stated is that we 
are the victims of a dreadful catastrophe. So far the weather 
has been so good and the issues involved have been so technical 
that it has almost seemed that, despite much fluttering in high 
quarters, the average citizen has tended to regard the break- 
down of the experiment in convertibility and the virtual 
exhaustion of our dollar resources as a matter of comparative 
indifference. But this state of opinion cannot persist. As the 
winter comes on, as our rations are cut and our amenities 
(such as they are) abolished, we shall all realize only too 
vividly that, for the urban inhabitants of a tightly-packed 
island, such as our own, to be caught with an adverse annual 
balance of payments of some six hundred millions sterling, 
and inadequate reserves to cover it, is no minor incident. 
It is the biggest disaster in our long economic history. 
How has this come about? We cannot undo the past. 
We cannot call back the wasted dollars. But we can perhaps 
learn from experience. It is still perhaps possible to rehabilitate 
our affairs and restore our fallen prestige. But only on one 
condition—that we understand aright the events of the last 
two years, both the mistakes and the misfortunes, and so shape 
our course better in the difficult months ahead. At any rate 
it is in the hope that this is so, and with no desire to indulge 
in futile recrimination, that the following pages are written. 


I. 
THe EXPEDIENCY OF THE LOANS. 


The root problem, as I see it, is why our dollar resources 
have vanished so quickly. How comes it that loans which were 
expected to last five years should have been nearly used up 





in just over a twelvemonth? It is this question, surely, which 
focuses the issues relevant to policy. 

There is, however, a school of thought which would push 
the inquiry one stage further back. Why should we have 
borrowed at all, it is asked. Since painful adjustments had to 
come, would it not have been better to have faced them, back 
in 1945 with our war controls still in being and the sense of 
emergency still active, than to have propped up an unstable 
position for another two years while our controls disintegrated 
and our sense of purpose was lost? What have the loans done 
but confirm us in bad habits and vain expectations ? 

The question is not unnatural ; the argument is not wholly 
irrelevant. It is true that at the present time, with the loans 
practically exhausted, we are not much nearer equilibrium in 
our balance of payments than we were in July, 1945, with the 
loans still in prospect. Indeed jn some respects, as we shall see, 
our present position is inferior. We are moreover burdened with 
a not inconsiderable debt charge which will last for fifty years. 

Nevertheless, I do not believe that it was wrong to seek 
foreign assistance ; and I do not believe that history will regard 
the decision to do this as one of the decisions for which the 
present Government can justly be blamed. In 1945, as a result 
of what we had done during the War, our income from invest- 
ments abroad was down and our export trade was severely 
contracted. In prospect it seemed likely that our balance of 
payments would be even more adverse than it is likely to 
be at present. But at the same time the markets of the world 
were clamouring for our goods; and although it was always 
doubtful how long this state of affairs would last and how much 
we could expand our exports without encountering difficulties 
of sale, yet it was clear that, for the time being, we had a 
wonderful opportunity to establish ourselves while the going 
was good and, given prudence in domestic policy, a fair chance 
of closing the gap in the balance of payments without an undue 
lowering of our standard of life. To do this, however, required 
time. For purely technical reasons it was not possible to expand 
exports to the required extent without a breathing space. 
Men had to be redrafted. Materials had to be re-allocated. 
Factories had to be re-tooled. Processes of production taking 
time had to be started from the beginning. There was no 
hope of closing the gap at once without either a most drastic 
limitation of imports or borrowing from abroad. 
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In such circumstances, in my judgement, recourse to foreign 
assistance was not only natural but prudent. If, in this way, 
there was a reasonable chance of balancing our foreign account 
without further cuts in consumption, already grievously 
reduced by war, then surely it was sensible to take it. It is all 
very well to say that, if the government was not prepared 
to take the measures necessary to take advantage of the breath- 
ing space, then it should not have borrowed. That can very 
well be conceded. But it is unusual for governments to assume 
that they will not have the courage of their convictions or the 
intelligence to carry them out; and expert advice which 
proceeded on this assumption would be severely limited in 
scope. Moreover, it is not at all clear that the heroic contraction 
of consumption which would have been necessary, had we 
refrained from seeking assistance, would have been possible 
without damage both to productivity and morale. It is part of 
our problem at the present time that, because of a similar un- 
balance, just such a restriction may be forced upon us; and I 
have yet to meet anyone of sense who did not view the prospect 
with grave apprehension. It would be hard to find any respon- 
sible person who would not be glad of some further measure 
of assistance to help us out of our difficulties. There are few, 
this side of the Iron Curtain, who hope that the Marshall 
“plan ”’ will break down. 

Hence, despite all the sound and fury of those who job 
backwards, I shall continue to assume that the main question 
we have to answer is, not whether it was wise to borrow, but 
rather why, having borrowed, we so quickly found ourselves 
in so parlous a position? Why have we run through the loans 
so rapidly ? 


II. 
THE INCIDENCE OF MISFORTUNE. 


Any answer to this question which is to do justice to the 
complexity of the facts and to the very real difficulties of the 
situation must take account not only of policy at home but also 
of developments abroad. And since, as I see things, the stric- 
tures on policy must be severe, it is all the more necessary to 
emphasize at the very outset the considerable extent to which 
the conduct of policy has been embarrassed by external mis- 
fortunes which it was not within our power to control. What- 
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ever we may think of policy, we must all admit that we have 
had very bad luck indeed. 

The most conspicuous of these misfortunes has been the 
rise in the price of primary products. Since the ratification 
of the American Loan Agreement, the level of import prices 
has risen from 203 to 245 (1938 equals 100). Of course, taken 
by itself, this figure exaggerates the difficulty. The level of 
export prices has not remained constant: it has risen from 
196 to 227. But since this is less than the rise in import prices, 
there is a disadvantage on balance which means that, in order 
to be able to pay for any given volume of imports, we have to 
increase our exports more than would otherwise be the case. 
In any event, the rise in import prices means a fall in the 
purchasing power of the loan, a shrinkage in the breathing 
space which it made possible. This danger was always feared 
by British experts and, I suspect, by some Americans, and it 
must always be a matter of regret that it did not prove possible 
to persuade the United States Administration to ask Congress 
for a bigger sum. But, apart from still greater efforts for 
a larger loan—which certainly would not have been a 
very popular policy at the time—it is difficult to see what 
could have been done to avert it. The rise of primary product 
prices is a world development quite beyond the power of this 
government to control. Incidentally, it is somewhat futile 
spending much time blaming others. There may have been 
some hard bargains by state monopolies. But in the main 
the rise of prices is the inevitable consequence of shortage. 
Given the demand, it is not the suppliers who are keeping 
prices up, but the absence of other suppliers coming forward. 
As Edwin Cannan once remarked, to blame sellers for shortage 
is like blaming a congregation that its numbers are too few. 

In the same category of external misfortune must be put 
the drain upon our resources caused by the persistent un- 
settlement of the world and the consequent necessity for 
extensive overseas expenditure on the maintenance of armed 
forces and the provision of essential supplies. By this I do not 
wish to give a clean bill to every act of external policy in the 
last two years. No one who read Mr. Stamp’s masterly analysis 
of the present situation in Germany, in the last number of this 
Review, can hold us wholly blameless for the present state of 
affairs in that country. Nor in particular do I wish to give 
approval to the agreement with the United States whereby 
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we shared the expenses of occupation in equal proportions ; 
I cannot but believe that this was a grave error. But in general, 
surely, we must all agree that Mr. Bevin and our representatives 
abroad have striven manfully for world peace, and that if 
things have not turned out as we wished, the blame must lie 
not in our policy but in the dislocations and devastations of 
the War and in the policy of other powers. It is not British 
foreign policy which has divided Germany into sealed compart- 
ments and sought to make of Eastern Europe a closed economy. 
In any fair assessment of the causes of our present difficulties, 
these factors must be given full weight. 

It should be clear, then, that both because of the shortage 
of primary products and the persistent failure to revive of 
important parts of the world, there have been drains on our 
resources which have greatly intensified the difficulties—which 
were always very great—of restoring our balance of payments 
before our external support was exhausted. It is not possible 
at this juncture to put a figure on the significance of these 
misfortunes. We need much more information than is yet 
available on the use of the loans before even the roughest 
estimate can be made. Moreover, in any such estimates there 
must always be a large element of unverifiable hypothesis. 
It is clearly inadmissible, for example, to assume that in 
more favourable circumstances all overseas government 
expenditure could have ceased overnight; and the amount 
that it is legitimate to assume away is necessarily in the nature of 
aguess. But if, for purposes of giving vividness and some order 
of magnitude to the argument, it were said that our difficulties 
had been increased by some fifty per cent., I would not say 
that the sense of perspective was radically erroneous. 


ITI. 
THE Conpuct oF Po.icy. 
(a) A MISTAKEN STRICTURE. 

But when all account has been taken of bad luck there still 
remains a substantial residue of developments which can only 
be explained in other terms. If the unavoidable drafts on our 
resources were half as much again as the original estimate, 


it would still not be clear why loans which were expected to 
last five years should have been virtually exhausted in one 
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and why in the second year of reconstruction, our external 
position was becoming worse than it was in the first. After 
all, it is not reasonable to assume that if external factors do not 
turn out as well as was expected, the position is essentially 
unmanageable. The adverse developments which have been 
noted above were apparent at a comparatively early stage and 
the absence of appropriate reaction, together with the general 
tardiness of our reconstruction, must surely be attributable 
to errors of policy. I do not think it is difficult to show what 
these errors were. 

Before doing that, however, it is necessary to eliminate a 
possible cause of confusion. It is sometimes made a reproach 
to the British Government that the loan has been used for the 
wrong purposes. It is said that instead of spending it upon 
new machines and equipment for industry, as was intended, 
it has been “ frittered away ’’ on consumption goods, food, 
films, tobacco and the like. In my judgement this accusation 
rests upon an essential misconception, not only of the actual 
purpose of the loan, but also of the general necessities of 
the situation. But because it has received wide currency, not 
only here but also in the United States of America, it is desirable 
to give it some attention. 

Now I am very far from wishing to argue that our expendi- 
ture on imports, either as regards volume or composition, 
has been by any means immune from criticism. It may be that, 
having regard to the comparative smallness of our resources, 
we should have been even more careful than we were in relaxing 
the austerity of wartime standards—although if there be any 
among our American friends who are disposed to argue thus I 
would invite them to verify for themselves by practical house- 
keeping how small this relaxation actually was. I am fairly 
sure that, once the breakdown of coal had so obviously worsened 
the position, it was desirable there and then to impose some 
further restriction on imports. I can conceive that all along 
some things may have been imported which we should have 
done better to go without. 

But on the general question whether, in the main, it was 
justifiable to import consumption goods rather than machinery, 
I hold that there can be no two answers. As we have seen 
already, our position at the end of the War was one of inability 
to pay for the imports which were necessary if consumption 
was not to be reduced. The purpose of foreign borrowing was 
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to enable us to carry on while the volume of exports expanded. 
It was only natural, therefore, that in the main they should 
be spent on consumption goods. It may be that we should 
have been even more austere. It may be that there were certain 
items (such as films) of small proportionate importance, which 
could have been cut out or reduced. (It is clear that we could 
not have cut out tobacco without endangering the whole balance 
of our public finances). It may be that there have been some 
items of re-equipment which even in conditions of this 
degree of stringency, we should have strained ourselves still 
further to afford. But that we could have substituted machinery 
and equipment on a large scale for consumption goods or 
have restricted our purchases to the former categories, is a 
contention which, as I see it, can only be put forward on the 
basis of a complete misapprehension of the problem with 
which we were vee Manone The main purpose of the loans 
was not new capital development on a large scale; it was to 
sustain the flow of necessary consumption goods until the 
process of reconversion put us in a position to pay for them 
out of our external ings. 

I conclude, therefore, that whatever incidental strictures 
can be passed upon our import programmes, our main deficien- 
cies of policy are not to be found on this side. They are to be 
found rather on the side of export. There will be something 
to be said later on about a possible drain on the loans by way 
of capital transfers. But if we are first to concentrate—as we 
must if we are to establish a proper perspective—on our 
failure to bring our external balance on current account into a 
more satisfactory position, we must look not so much at our 
spending (which in the main was almost unavoidable) but at 
our sales (which were certainly not as great as they might have 
been) not at what we spent in order to maintain our con- 
sumption, but at what we did not produce in order to finance 
this expenditure. How comes it that in two years we had not 
put ourselves in a position to pay our way? It cannot be 
contended that it was any difficulty of marketing. That is a 
problem which may be very serious in the future. But since 
the end of the War the markets of the world have been clamour- 
ing for our wares : we could sell all that we produced. How 
has it happened, then, that we have not produced enough ? 
That is the fundamental question we have to answer. 





(6) THe SHORTAGE OF COAL. 
The most obvious answer to this question is shortage of 
coal. The hold-up last winter lost us nearly six fateful months. 
The general shortage which has — during the last two 


years, and which shows no sign of diminution, is a drag on our 
recovery the significance of which it is almost impossible to 
overestimate. 

It would be tedious to elaborate in detail the nature of a 
factor whose paralysing influence is so manifest in every 
direction. But one point at least calls for special mention, 
the absence of coal for export. It is really amazing that this 
still attracts so little attention. In the past, both the power 
and the prosperity of this country have rested in a high degree 
upon substantial exports of coal. If we were exporting coal 
on the pre-war scale at the present time, we should be earning 
at least another £100,000,000 per annum—enough to cover 
our entire imports of grain and flour. The economy of much of 
Western Europe has depended on this margin of British coal ; 
in its absence it staggers from crisis to crisis of underproduction. 
We talk glibly of the necessity of raising our exports as a whole 
by seventy-five per cent. if we are to bring our balance of 
payments into equilibrium at something like a tolerable 
standard of import. Heaven knows this is likely to be difficult 
enough in any event. But in the absence of exports of coal, 
other exports—exports of goods, be it noted, with which the 
foreigner can dispense much more easily—must be increased by 
much more than 75 per cent. What is the change in our 
intellectual and moral climate—is it some deficiency of diet 
or some spiritual overstrain ?—which brings it about that, 
not only the public in general, but even highly placed experts 
and ministers can talk calmly as if coal export was a thing of 
secon importance, a transitory phenomenon of a past 
epoch which the wise man, trained by historic insight, may 
regret mildly but about which he will not bother himself 


unduly ? 

Now, it is obvious that one of the main reasons for the 
deficiency of coal supplies is a decline in output per head. 
With more equipment and with higher wages and with better 
working conditions, the miners are producing less per head 
than they did in 1939. If output per head were at the pre-war 


level our position would not be safe. But it would, nevertheless, 
be eased. 
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But output per head is not easy to control ; and although 
it is impossible not to regard acquiescence in the change to the 
five-day week as an act of irresponsibility, yet if it were only 
a matter of failure to secure an increase in this elusive factor, 
the Government might well command as much sympathy as 
condemnation. But of course it is not. Aggregate output 
is a function not only of output per head, but also of aggregate 
numbers. The main burden of our strictures on the policy 
of the Government must be, not that they have failed to secure 
greater effort from the existing numbers of miners—after all, 
they have done a good deal of exhortation—but that they have 
failed to increase numbers sufficiently to offset the diminished 
will to work. It is, of course, not to be supposed that this would 
have been unattended with difficulty ; there were (and still are) 
many obvious obstacles to overcome. But faced with the 
certainty that, in the absence of a sufficient increase in numbers, 
they were staking the fate of the nation—for nothing less 
was involved—upon the hope of increased output per head, 
it was certainly incumbent on them to do more than they 
have done. It is not a position which any British Government 
should accept that what has been possible for the French— 
recruitment abroad on a large scale—is somehow impossible 
for us. The failure since July, 1945, to make increase of the 
labour force in the mines a major objective of policy is an 
omission which history will not treat lightly. It is an omission 
which may yet bring us to chaos and near-starvation, 

Last year, writing before the crisis of the winter, I wrote 
in this Review as follows : 

“ If it were a mere matter of yet another winter of 
inconvenience to consumers and some slowing down of 
the rate of recovery which was very important for internal 
reasons, the comparative complacency of the public in 
this respect could at least be understood, if it were not 
shared. But of course, much more than this is involved. 
The shortage of coal sets limits to the increase of exports. 
Unless indeed there is an increase in coal production, 
it is difficult to see how our export drive can reach anything 
like its target. And in the present shortage of foreign 
exchange, any slowing down now may be quite disastrous. 
There will be no room for complacency if our dollars 
run short before our balance of payments is in 
equilibrium.” 








Io 


I believe that when this was written some of my friends 
thought it too alarmist. I wonder if they think so still. 


(c) MISDIRECTION OF RESOURCES 


The shortage of coal, although of pivotal importance, is 
not however, the only cause of our difficulties. Before the 
troubles of last winter, the rate of increase of exports was 
beginning to show signs of flagging, or at least was not proceed- 
ing with the speed which was necessary if we were to achieve 
the target before our foreign resources were dangerously 
low. This in itself may well have been partly due to the 
indirect drag of coal shortage. But there is reason to believe 
that there was more in it than that. There had developed 
a fundamental maldistribution of resources. If we are to 
understand how to get out of this present impasse it is essential 
to see what this means and how it arose. 

If we look at the very interesting tables showing the size 
and distribution of the labour force at the end of last year, 
which are printed at the end of the Economic Survey for 1947 
(Cmd. 7046) one fact stands out very boldly: namely, that 
that part of industry which is devoted to production for 
export, although expanded substantially as compared with 
the pre-war level, was not expanded nearly enough to provide, 
at current levels of productivity, that increase of exports which 
was necessary if the balance of payments was to be brought 
into equilibrium without a severe limitation of desirable 
imports. 

This fact, which is significant enough in itself, becomes 
even more impressive if it is considered in relation to the fact 
that the War sector (military forces and supply industries) 
had been reduced to about the pre-war level and that the 
volume of unemployment was unprecedently low. For it 
means that not only were the resources devoted to export 
insufficient but also that the resources liberated by the cessation 
of war had been reabsorbed by other activities. The re- 
deployment of industry had taken place. But it had taken 
place on the wrong lines. Other demands, other objectives, 
were absorbing resources which should have been devoted 
to procuring the wherewithal with which to pay for our 
imports. In 1945 it was possible for the expansion of exports 
to proceed by calling into activity resources, labour, capacity 
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and materials, which were automatically released by demobi- 
lization and the closing down of production. By the end of 1946, 
the possibilities of this reserve had diminished to a prospective 
trickle. Given current levels of productivity per head—and 
in such circumstances to plan on the assumption of a large 
increase in that direction was to plan on the assumption of 
a miracle—the expansion of export could only take place by 
transfer from other forms of peacetime production. 

In such circumstances the failure of exports to expand 
more rapidly is very easy to understand. There is no need to 
argue whether the drag came from man-power or materials ; 
probably in some cases it came from one direction, in other 
cases from the other. The central fact is that the available 
scarce resources were to all intents and purposes fully employed 
and that too large a proportion were employed for purposes 
other than export. The labour, the timber, the steel, the fuel, 
the capacity which were available for production for export 
were less than would otherwise have been the case had less 
of them been absorbed elsewhere. The allocation was wrong. 
The less important had priority over the more. 

How did this happen? A large share of the responsibility 
must be placed upon the vast schemes of development and 
capital expansion which have been undertaken by the Govern- 
ment and by business enterprise with the active encouragement 
of the Government. We have been suffering from a sort of 
economic megalomania. It has been assumed that we could not 
only expand our exports to the required level but also under- 
take programmes of social and business development quite 
without precedent in the inter-war period. e various 
programmes have been drawn up independently by different 
industries and different sets of erts, each concerned, not 
with what the economy could afford in terms of resources 
withdrawn from other sectors, but only with what would be 
technically desirable, were all other conditions favourable ; 
and there have been no general directives adequate to keep 
them in proper proportion. There is a “ need”’ for houses ; 
let us therefore go ahead with all possible speed to construct the 
amount of house-room which the housing experts think could 
be produced. There is a “‘ need” for re-equipment of heavy 
industry : let the order go forth that an ambitious and visionary 
programme will receive full encouragement. There have been 
many decisions of this kind and much disinterested zeal and 
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self-sacrificing devotion to back them up. But there has been 
insufficient consideration of their significance in relation to the 
general allocation of resources; and when attention has been 
drawn to the inconvenient effects on other parts of the economy 
of decisions to go ahead with massive programmes in any one 
part, the disposition has been to assume that it would all come 
right in the end, or, if that was shown to be impossible at 
present levels of productivity, to assume that production all 
round could be increased so as to overcome the fundamental 
shortages. 

The effect of all this has been to constitute a body of 
claims for resources for internal development far greater than 
was compatible with the attainment of the requisite degree 
of export expansion ; and although doubtless, in the resulting 
confusion, many of these claims have not been satisfied— 
witness the “ excessive”” number of uncompleted houses— 
the net result has been that export expansion has fallen far 
short of what could actually have been the case, had the 
shortages created by these pressures not existed. We can put 
this if we like another way. We can say that we have made 
plans for internal development so much in excess of what 
our own level of consumption leaves over that they could 
only be fulfilled by excessive use of resources drawn from 
abroad. We have had to draw upon the loans more quickly 
than otherwise would have happened because of our over- 
ambitious schemes of internal development. Thus, so far from 
it being true that the loans have not been used sufficiently for 
development, as distinct from consumption purposes, it can 
very well be argued that indirectly they have been used too 
much for this purpose. It is true that we have not imported 
the bricks and mortar and the engineering products from 
abroad. But we have used the loans to support the internal 
manufacture of these commodities and their use for capital 
development when we should have used them to promote a 
greater production for export. 

In addition to the pressure on resources from centrally 
planned and centrally promoted schemes of development, 
there has been a more generalized pressure which has been 





1 Reference to the tables in the Economic Survey mentioned above shows that by 
December, 1946, whereas the labour devoted to export had only increased by 326,000, 
as compared with June, 1939, the labour devoted to Home investment (metals, building, 
engineering, etc.) had increased by 556,000. 
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due to the existence of excess spending-power diffused through- 
out the community. The War left behind it a large volume of 
pent-up accumulations, from war savings at the one end to 
abnormal company reserves at the other. The ultra-cheap 
money policy produced an appreciation of values tending 
greatly to encourage spending, not only out of income but also 
out 0 — Incomes have risen. The prices of important 
groups of commodities have been kept down by decree or by 
subsidy. The result has been a continual tendency for stocks 
to be used up and resources to be diverted to channels where 
roduction is not controlled and where, therefore, the desire 
or increased consumption can be gratified. We have not had a 
general inflation of prices : the controls have looked after that. 
But we have had (and are still having) a condition of suppressed 
inflation with many of the same effects on production and 
production for export as inflation old-style, and some evils of 
its own superadded—particularly as regards stocks and incen- 
tive. Readers of the last number of this Review who perused 
side by side the accounts of our own condition by Professor 
Hicks and of that of Germany (where the suppressed inflation 
has gone much further) by Mr. Stamp, will not have failed to 
notice the alarming parallelism. Even the spivs who are blamed 
for so much—the convenient scapegoats of political incom- 
petence—are not a spontaneous evil; they are an evil which 
makes its appearance whenever and wherever this kind of 
pressure is prevalent. 

In making this diagnosis and in drawing the moral as 
regards our external position, we must not underestimate 
the difficulties with which policy has been confronted. The 
central mechanism which served us in such good stead during the 
War has lost effectiveness. The labour controls have gone— 
and despite much talk of a reinstitution of direction of labour 
they are not likely to be re-established in full rigour. The 
task of allocation is infinitely more complicated; and the 
allocation machinery is palpably inadequate to cover anything 
like the whole field. Those who reproach the Government 
for lack of physical planning, of the scale and the minuteness 
of the planning of the War years, show a singular lack of com- 
prehension of the change in the nature of the problem and the 
conditions under which it has to be solved. I am no foe at this 
juncture to physical control where physical control is possible. 
But I do not believe that it is reasonable to contend there was 
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ever much hope that our difficulties could be met satisfactorily 
by the unaided use of this type of mechanism. 

There was, however, one type of mechanism whose 
effectiveness was not diminished by the economic and political 
changes which the transition from War brought about. I 
refer to the financial mechanism. The control of national 
expenditure, both directly in the public sector and indirectly 
in the private sector, is a continuing responsibility of the 
Government equally with the safeguarding of the balance of 
payments. A great engine of fiscal administration in the 
narrow sense, unequalled throughout the world, has been 
built up through the years; and during the War, with the 
enlargement of our conception of the functions of public 
finance, there was superadded to it a mechanism for controlling 
investment in the larger sense and registering fluctuations in ex- 
penditure in general, in order that appropriate action might be 
taken to keep the development of the economy on lines deemed 
expedient. If due use had been made of this mechanism, if 
steps had been taken to keep internal investment and con- 
sumption expenditure within appropriate limits, I see no reason 
why, with due use of what other controls remained, the develop- 
ment of the economy could not have been kept on suitable 
lines and the disproportionate developments due to excessive 
expenditure have been checked. 

Unfortunately, this has not happened. The development 
of financial policy and the development of economic planning 
as a whole have proceeded, or seemed to proceed, in separate 
almost watertight compartments. With the rise of external 
prices and the unexpected calls for government expenditure 
abroad making bigger and bigger calls upon our limited foreign 
resources, internal expenditure has been allowed to develop 
apparently without any regard to considerations of external 
equilibrium. I know no matter of peacetime policy on 
which in recent years the opinion of responsible professional 
economists has been more at one than on this. All schools have 
united in urging upon the Chancellor the dangers of the 
situation and the urgent necessity of cutting our coat to suit 
our cloth. But like Pharaoh of old, with each successive warning 
the Chancellor has hardened his heart, has reproached friendly 
critics with wishing to bring about deflation, when all that they 
urged on him was to prevent inflation, and has proceeded, with 
sublime insouciance, on the assumption that the foreign balance 
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and internal finance had nothing to do with’ one another. 

But while final responsibility for policy must lie where it is 
constitutionally placed, it is only right to recognize that the 
climate of opinion in general has not been such as very often 
to call these particular aspects of policy in question. From 
time to time, it is true, the official Opposition has placed on 
record its general disapproval of the level of public spending. 
But when types of spending—the present housing programme, 
for instance—which are particularly exigent in their demands 
on our limited resources have come up for detailed discussion, 
the general tendency on the part of the Opposition has been 
for speakers to suggest that, had they been in office, they would 
have done not less but more than the Government. A most 
discreditable habit has developed of guying Sir Stafford Cripps 
for his very proper and courageous insistence that, at present, 
we cannot have both increased consumption and increased 
exports. And when the Chancellor actually decided to impose 
an increase in the tobacco duty, the Opposition, instead of 
applauding one of the wise and courageous acts of his regime,’ 
streamed into the lobbies to vote against him. There have, of 
course, been honourable exceptions. But for the most part, 
in the last two years, political leaders on both sides have con- 
centrated far more upon the search for popularity than upon 
the exposition of the facts of the situation. We have wasted our 
breathing space in a dream of cheap Utopias. 


IV. 
THE LEAKAGE OF CAPITAL. 


When we have explained the reasons for our failure to 
remedy our adverse balance on current account we have not, 
however, fully explained the catastrophe which has come 
upon us. For the using up of our external assets in the last 
few months has proceeded at a rate which cannot be reconciled 
with any known facts concerning our obligations on account 
of current purchases and current payments abroad. The 
Statistics are indeed still veiled in some degree of mystery. 
But transactions which involved the using up of over £600 
millions worth of external assets since the end of March 
cannot conceivably have been limited to transactions on current 





* It was wise, of course, on the assumption that it would help to mop up internal 
as power—which it is certainly doing ; its virtues as a dollar saver are comparatively 
small. 
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account. A leakage of capital on a colossal scale is the only 
explanation which fits the facts. Since we have thus lost 
amounts which, on a conservative estimate, could have financed, 
for many months to come, the imports of food which we now 
may have to go without, some further inquiry seems essential. 

In popular discussion, hitherto, the disposition seems to 
have been to put all the blame on convertibility and the obliga- 
tions in the Loan Agreement under which the experiment 
in convertibility was carried out ; and since the rate of with- 
drawal after July 15th, when convertibility came into force, 
greatly exceeded the rate of withdrawal before then, it may well 
be that the arrangements which had been adopted in regard 
to that obligation must bear their due share of the blame. 
But to argue simpliciter that the convertibility obligation, by 
itself, was responsible for all that happened is completely 
to beg the question. For the obligation under the Loan Agree- 
ment, as under the Bretton Woods statutes, to maintain 
convertibility was not an obligation to maintain unlimited 
convertibility. It was an obligation extending only to the current 
account. Now it is just the excess of the withdrawals over 
and above current account obligations which constitutes 
the problem to be investigated. I myself believe that, having 
regard to the general deterioration in our position, in particular 
to the rate at which our adverse balance was running, it was a 
mistake to attempt to maintain even this limited degree of 
convertibility. The possibility of such a situation had been 
well provided for in the loan agreement. Clause 12 of the loan 
agreement says that “ each Government shall be entitled to 
approach the other for a reconsideration of any of the provisions 
of this agreement, if in its opinion the prevailing conditions 
of international exchange justify such reconsideration.” I 
have little doubt that had this clause been invoked by the 
Government it would have found a sympathetic hearing from 
the U.S. Administration, But that is not the central problem. 
The central problem, I repeat, is how did it come about that, 
being obliged only to maintain convertibility on current 
account, we found ourselves in a position in which we were 
losing capital ? 

Now, on the information which so far has been made 
publicly available, precise answers to this question are not 
possible. The Chancellor gave many figures to the House of 
Commons. But he did not furnish anything which permitted 
a complete and systematic view of the situation. Indeed, it is 
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doubtful whether at the time he himself was in a position 
to do so. For, whereas on that occasion he expressed the 
confidence that the August position would be more favourable, 
it was not more than a few days before he was compelled to 
come to the microphone and declare that he had lost more 
than another $200 millions. We are still, therefore, very much 
in the dark. For this reason, in what follows I prefer to ask 
what seem to me to be relevant questions, rather than to 
pronounce on the answers with certainty. 

The first question relates to the sterling balances. Were 
these under a control adequate to prevent an undue with- 
drawal? It is well known that the existence of large sums 
of liquid capital accumulated in London as payment for goods 
or services delivered for the most part during the War, and 
nominally capable of being withdrawn at the will of their 
owners, has long presented problems of the utmost technical 
and moral difficulty. It would be possible to write a treatise 
on this subject alone. But one practical consideration has long 
been clear amid the welter of casuistical issues and special 
circumstances : namely, that it would be fatal to allow them 
to be withdrawn suddenly or at a very substantial annual rate. 
On that consideration, which depends for its validity on no 
begging of the question whether the balances ought eventually 
to be repaid in full or not, but on the inescapable facts and 
potentialities of our balance of payments, it might have been 
assumed that all responsible opinion was united. But in fact 
we have witnessed during the last twelve months, from the 
Argentine agreement onward, the signature of agreements 
of bewildering easiness in this respect, both as regards prospec- 
tive rates of repayment and as regards the amount of the 
balances to be regarded as free in the periods immediately 
ahead. If the rates of repayment in some of these agree- 
ments were to have been generalized, it almost seemed as 
if we might easily have been involved in annuities three 
times the amount of the annuities on the American and 
Canadian loans. While if we add up the amounts to be regarded 
as free in the months immediately subsequent to the agreements, 
we reach totals which, if withdrawn in a lump, would certainly 
have made the most substantial inroads on our dollar resources. 
Of course, we do not know what unwritten understandings 
lay behind these agreements. We do not know, moreover, 
to what extent, in the event, such understandings, if they 
existed, were honoured. But we are at least entitled to ask : 
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as things have turned out, were these arrangements entirely 
satisfactory? Is there no reason to suppose that more drastic 
methods on our part, although doubtless galling to our pride 
and out of harmony with our traditions, would have better 
safeguarded our position and even the eventual security of our 
creditors ? 

But the accumulated balances of our wartime creditors 
were not the only funds which could leave London. There were 
very tight regulations on transfers to some parts of the world. 
It is not so certain that the regulations were so tight as regards 
transfers to others. It is therefore not unreason. le to seek 
further information regarding exchange control within the 
sterling area. Were the arrangements such as to preclude the 
transfer of funds to parts of this area where, perhaps, the 
peculiar conditions of trade or the lesser severity of the regula- 
tions made easier further transfers to parts of the world to 
which transfer from here was forbidden? Were they even 
such as to preclude transfers tending to increase the adverse 
balance on current account? It would restore confidence 
greatly if the Government could give a complete affirmative 
to this question. For the common gossip of the market and 
the logic of the known methods of regulation have given many 
to question gravely whether in fact there may not have been 
serious leakages in these directions. 

This leads to a further question relating to the efficiency 
of our exchange control—and here I must ask my readers to 

ardon me if I appear to diverge into technicalities ; there is 
indeed an unavoidable appearance of technicality but the 
issues involved are of great practical importance. The converti- 
bility obligation, as we have seen, was an obligation 
to maintain not total convertibility but only convertibility 
on current account. This means in plain English that the 
foreigner was entitled to turn into dollars, if he pleased, not 
his capital but his current earnings. Now the question arises, 
was such a system viable unless some precaution existed 
against the sudden withdrawal not of net current earnings 
but of gross?—a danger which was particularly great whilst 
there existed the simultaneous possibility of sudden pro- 
hibitions on purchases from this country. Is it not inherent 
in the idea of current account convertibility that it should be 
worked through a system of short-period clearings of net 
earnings either way, rather than by a system which allows the 
foreigner, regardless of his own debts, all of a sudden one fine 
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morning to demand dollar payment of the gross amount of 
current debts owed to him. This certainly was the way in 
which it has been supposed by many that the difficult and 
delicate system of current account convertibility would be 
worked. And since the Government allowed themselves to 
declare with such confidence that the arrangements made for 
meeting the obligation of July 15th were completely water- 
tight, the possibility that other looser techniques might be 
adopted was not very widely discussed. Since so much 
money has been lost, we are entitled, I think, to inquire further 
concerning this question. We are entitled to ask whether 
there may not have been too great an inclination on the part 
of the Government to rely on mere gentlemen’s understandings 
concerning how the right of withdrawal should be exercised, 
when the situation was one of such peril that the chief danger 
was not that the gentlemen might be offended if they were not 
treated as gentlemen but that those who were not gentlemen 
might take advantage of the privilege if they were treated as 
if they were ? 

Where so much is so dark and confused, it is difficult to 
feel any confidence that even one’s questions are posed with a 
proper degree of precision. It may well be that, in these 
inquiries, there are phrases which, for one reason or another, 
fail to probe the essential points. But one thing is reasonably 
clear, and in any discussion of these matters it is desirable 
to keep it firmly in mind. An intolerable deal of money has 
disappeared like snow overnight and it has not gone, as it 
was intended that it should go, in payment for necessary 
imports. I confess that I find it difficult to see how this could 
possibly have happened had there not been serious errors 
of high policy, at least of the kind, if not of the exact definition, 
of these I have mentioned. If this is not so it should be made 
clear. For confidence has been severely shaken. 


V. 
Tue Future oF Domestic Po.icy. 


What is to happen now? This is not the place to provide 
a programme of action. But there are certain matters arising 
directly from the foregoing analysis which deserve emphasis 
in this connexion. 

There seems little hope in the immediate future of avoid- 
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ing a considerable contraction of imports. For all that is said 
in the popular press about the rallying of the rest of the world 
to help us, the fact remains that what help is likely to be 
forthcoming cannot possibly be a substitute for what we have 
been getting from the United States and Canada ; and we have 
no longer the dollars with which to continue these purchases, 
It is conceivable that later on some fresh assistance may be 
forthcoming under the plans which have been discussed in 
Paris. But we should be foolish in the extreme if we were to 
count on this. We should be still more foolish if at this juncture 
we were to eat into our limited reserves, either of stocks or 
of foreign assets, in the hope that no contraction will prove 
necessary. If the thought that American help may be possible 
later on leads us to this kind of imprudence now, it would 
be better that we should put all thoughts of assistance out 
of our heads and concentrate on the realities of the situation. 
For, in any case, such assistance, if it is forthcoming at all 
in a year of presidential election, is not likely to be on such 
a scale as to enable us to live even as well as we have been living 
in the recent past. 

But while some contraction of imports seems unavoid- 
able, it is most important that we should keep in mind that the 
fundamental objective is not contraction but expansion. 
Despite all plans for an expansion of domestic food production, 
many of which I am convinced are based upon misconception 
of the possibilities and defiance of the rules of economy, it is 
an incontestable fact that we cannot hope to restore our stand- 
ards of consumption, let alone our position of influence in the 
world, without an increase in the volume of exports. The 
expansion of exports now is as essential to our future power and 
happiness as was the expansion of munitions in the early days 
of the War. 

If the argument of earlier sections of this paper is correct, 
two things stand out as essential desiderata. 

First the production of coal must be increased and more 
must be made available for export. When I wrote about this 
problem last year and in the early months of this year, I 
suggested that the surest method of bringing this about was 
the recruitment and training of additional labour, if necessary 
from foreign sources—a suggestion which it was attempted 
to discredit by representing it as a proposal “‘ to march 100,000 
Poles to the coal face’’, just like that. I still think that a 
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policy of additional recruitment is incumbent upon us. By all 
means let us get the existing labour force to work more—if we 
can. But do not let us allow the future of our industrial effort 
to depend on this uncertain aspiration. The Government has 
agreed upon the principle of foreign recruitment and a small 
trickle of such labour is actually under training or even at work 
in the mines. What is needed now is to conceive the policy 
in the spirit and on the scale in which it would have been 
conceived in wartime and to carry it out with the utmost 
expedition. There is no danger of overdoing it. The rate of 
wastage in the existing labour force is so great that there is 
no risk of an increase which will be superfluous later on. 

Secondly, the inflationary tendencies of national income 
and expenditure must be arrested. The foregoing analysis 
indicates the line which action must follow. Programmes 
of capital development which are within the direct control 
of the Government must be reduced to more appropriate 
dimensions. This means sacrifices which will be very grievous, 
especially on the social side. But it is better even to have less 
accommodation, or less well equipped and commodious accom- 
modation, than less food. But beyond this the general 
tendencies to excess expenditure must be checked. This is all 
the more urgent since the cessation of drawing on the loan will 
enormously increase the size of the potential inflationary gap. 
The appropriate instrument here is clearly budgetary policy. 
I suspect that, for the time being at least, the fall in values due 
to the collapse of the cheap money policy will be an adequate 
restraint over much of the field on the tendency to spend out of 
capital, although the position needs constant scrutiny. But the 
general inflationary pressure will persist, and to cure it, it will 
be necessary to budget for a very substantial surplus. 

The means of attaining this surplus are to be sought on 
both sides of the account. On the side of taxation, I am inclined 
to think that the situation calls for a sharp increase in the 
purchase tax. If this is coupled with a promise that it will 
come down as the crisis is surmounted, it will serve three pur- 
poses. It will itself mop up superfluous spending. It will 
tend to provide saving by stimulating the postponement of 
purchases. Moreover, since it falls only on home sales, it 
should increase the incentive to export. 

But the surplus must also be sought on the side of expendi- 
ture, not, it is to be hoped, by way of crude economy drives 
which bring anything and everything under the axe, but rather 
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by way of carefully scrutinized reductions. This must neces- 
sarily raise the question of the subsidies which, as they are now 
administered, are a complete anachronism in our system of 
public finance. Introduced to stabilize prices when the level 
of wage rates was nearly ten points below the old cost of 
living index, they have continued in the same form, but in 
ever increasing proportions, while the level of wage rates has 
risen nearly forty points above. In such circumstances the 
argument that to reduce the subsidies substantially would 
cause widespread and intolerable distress is not really plausible. 
But to guard against hardship to those with families, it should 
be feasible, while still saving much, to provide some offset 
in the shape of an increase in the family allowance (perhaps 
some allowance for the first child), provided that this were 

art of a bargain that in the present emergency the change 
in the cost of living figure should not be made the basis for 
general claims for an increase of wage rates. 

If in such ways it were possible to create a real budget 
surplus amounting to some five or six hundred millions, I 
am confident that there would take place an easement in our 
general position and prospects which might very well be truly 
spectacular. In urging this, I do not wish to be thought to be 
arguing that financial measures by themselves are all that is 
necessary in our present very desperate situation. To guard 
against all possible misunderstanding I would like to say 
explicitly that I am not in favour at this juncture of a general 
removal of the other controls ; on the contrary, I am in favour 
of their vigorous and intelligent use. But I do argue that 
unless the over-all financial control is set right, the other 
controls are likely to be ineffective. In present circumstances, 
more than ever before, we need to create a situation in which 
what physical controls we can use are working with the stream, 
not against it. We need a position in which the tendencies 
of finance at home are not a drag upon the development of 
exports but positively work in its favour. 


VI. 
EXTERNAL RELATIONS. 

But what of our markets when the export goods are 
available? Hitherto, in the abnormal conditions prevailing 
we have found a ready market for all, or nearly all, that we could 
produce. But these conditions are already changing ; and we can- 
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not rely upon them to persistin future. Inthe absence of deliberate 
efforts to create sufficient elbow-room for trade, we may find 
ourselves with our industry at last ready to produce the requisite 
volume of exports, but insufficient buyers to take them off 
our hands. 

This raises the much debated question of non-dis- 
crimination and the general policy of the Trade Charter. And 
here, at the risk of raising a hornet’s nest, I would like to say 
that in recent discussion there have been signs that we are 
tending to lose our heads. In saying this I must not be under- 
stood as wishing to defend all the obligations of the Loan 
Agreement. In a world in which similar obligations were not 
to be accepted immediately by other countries, these imposed 
restrictions on our freedom of action which were difficult to 
accept and were indeed only acceptable at all as part of a 
bargain. What I am concerned to emphasize, however, is 
that before deciding that the whole principle of non-dis- 
crimination, applied with reasonable exceptions as adumbrated 
in the proposed Trade Charter, is contrary to our fundamental 
interest we should abstain a little from doctrinaire preposses- 
sion and inquire where that interest actually lies. 

If we do this, I think, we shall discover a number of very 
relevant facts which have tended to be ignored just lately. 
To begin with, it would be very difficult, I believe, to show 
that so far we have been greatly embarrassed by the obligations 
we have already assumed. I can think of a few cases where 
complete liberty to discriminate in our purchases might have 
reaped some small advantage. But in the main the idea that 
great easements of our position would have been possible 
in this way is pure mythology. Where are the vast stocks of 
commodities which rest unsold because we have not been able 
to buy them on discriminatory terms ? 

But, of course, the main debate is concerned not with 
the past, but with the future. Shall we be able to do better for 
ourselves in future if the general presumption in favour of 
non-discrimination goes by the board ? 

Now, it may be freely admitted that if we could assume 
that everything else remained the same, that other countries 
with the power to retaliate remained acquiescent while we 
exploited discrimination to the full, it is quite conceivable 
that we might reap substantial benefits. It is certainly not a 
discovery of recent years that, in such conditions, discrimina- 
tory buying and reciprocal trade arrangements may bring 
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advantages. But, of course, to conclude from this that a 
general abandonment of the principle of non-discrimination 
is to our advantage is completely to beg the question. It is 
really to show a fantastic conceit of ourselves and our power 
in the twentieth century to suppose that, if we were to embark 
on such a course, all the countries against which we might 
discriminate, having regard to our special difficulties and our 
special services to the world in the past, would bind themselves 
to a self-denying ordinance not to resort to similar measures 
and would stand by and take all the knocks. But if they do not 
practise such abstention, if they in their turn resort to similar 
practices, our prospects would become very difficult. With 
an export trade of peculiar vulnerability and a bargaining power 
in respect to primary products greatly inferior to what is 
commonly supposed, the likelihood is that we should be the 
losers and that our last state would be worse than our first. 
If anyone doubts this as a statement of probabilities let him 
read the two powerful articles by Mr. MacDougall in recent 
numbers of the Economic Journal (March, 1946 and March, 
1947), where the actual facts of our bargaining power and our 
trade position are faithfully set out and discussed. It is this 
kind of analysis which the advocates of discrimination have to 
meet, not, as they are inclined to urge, a set of doctrinaire 
and abstract prepossessions. 

As a matter of fact, contrary to prevalent impressions, the 
question of the acceptability of the Trade Charter is not at 
all a question of the acceptability or unacceptability of dis- 
crimination in all its forms. For good or for bad, if it is 
examined as it is rather than abused a priori, the Trade Charter 
will be found to contain quite a number of provisions whereby, 
when certain conditions are satisfied, members are allowed to 
discriminate (balance of payments difficulties, common sub- 
scription to the I.M.F., scarce currency conditions, etc.). 
What is at stake is not a matter of discrimination or no dis- 
crimination but rather discrimination at will or discrimination 
according to rule. The practical issue therefore is this: Are 
we to be content with a limited right to discriminate agreed 
upon with those who might discriminate against us? Or do 
we attach so much importance to the right of unfettered 
unilateral action in this respect that we are willing to reject 
the Charter in its entirety, with all the possibilities of safe- 

s and new outlets for our exports which it undoubtedly 
involves, and face the risk of retaliation at a moment when, 
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in dire need of friendly support, we have overtly broken with 
the United States on a major project of reconstruction? A 
man must be far gone in doctrine if he plumps for this latter 
alternative without very grave reflection indeed. 

Beyond this, moreover, there are even weightier argu- 
ments which justify some hesitation before adopting the 
complete change of direction in policy which is now urged upon 
us. If the search for a commonly acceptable commercial code 
breaks down and we begin to embark upon the policy of 
economic bloc-building, we run very grave risks of disrupting 
the Commonwealth. There has been much talk recently 
here in Britain about a Commonwealth Customs Union. It can 
scarcely have escaped observation that the response elsewhere 
has not been enthusiastic ; and if we look at the facts of the 
world trading situation, rather than indulge in pipe dreams, 
it is easy to see that any attempt to build round this country 
a system which discriminates strongly against the United 
States—and that of course is what is really in question—is 
bound to impose the greatest strain on Commonwealth unity. 
The Canadians would almost certainly have to contract out. 
The position of South Africa is at least doubtful. India is 
definitely not interested. Even the Southern Dominions, 
bound as they are to this country by the most intimate trading 
relationships, would find the position embarrassing. It is 
one thing for us to defend the status quo as regards existing 
preferential arrangements and to insist that any modification 
here shall be part of an advantageous bargain. It is quite 
another thing to contemplate projects which threaten the 
solidarity of the English-speaking world for an economic gain 
which might very well be negative. 

Most of the apparent strength of the case for discrimination 
rests upon the circumstances attendant on the present shortage 
of dollars. But I venture to suggest that if we dig a little be- 
neath the surface we discover facts which point in a very 
different direction of policy. As I see things, the dollar shortage 
is largely to be attributed to three main factors: inadequate 
temporary assistance to ex-belligerent countries to tide them 
over the difficulties of the transition, inflationary internal 
policies and inappropriate exchange rates.’ The first of these 
factors has been well discussed; how different the position 
would have been this year if UNRRA assistance had been 

1 It is surely a significant circumstance that, whereas dollar shortage was always 


predicted as a result of internal deflation in the United States, it has in fact appeared at a 
time when conditions in that country are the very reverse of deflationary. 
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continued or if a series of reconstruction loans similar to the 
loan to this country had been generally available to co-operative 
ex-belligerents. he second, inflationary internal policies, 
has been less discussed but its significance is plain; factors 
similar to those which have impeded the expansion of exports 
here have been operative on a large scale in a great many other 
countries. But, so far, for reasons which are difficult to follow, 
the fact that the exchanges of many countries are plainly 
over-valued has attracted inadequate attention. Yet it is here, 
I believe, that there is to be found one of the main keys to the 
problem of restoring international equilibrium. If, for reasons 
of prestige or from inadequate conceptions of policy, a nation 
persists in maintaining rates of exchange quite out of relation 
to internal prices and costs, it is only natural that it should 
find itself in balance of payments difficulties. Of course, this 
is by no means the whole story of current disequilibria. But 
it is a part and an essential part which hitherto has tended 
to be suppressed. A great many of the more plausible arguments 
for discriminatory special arrangements would disappear over- 
night if appropriate adjustments, aided by appropriate short- 
term assistance, could be made in the exchanges. 

By this I must not be understood to be advocating a change, 
here and now, in the value of the pound sterling : until there 
are encountered much severer difficulties in disposing of 
additional exports I should hold such a move to be ill-advised 
and premature. But there are other rates about which no 
such dubiety exists. It was one of the main purposes of the 
establishment of the International Monetary Fund to promote 
an orderly adjustment of the exchanges where fundamental 
disequilibria exist ; and I am inclined to think that the time 
has come when its utilization for this purpose would be 
greatly in the common interest. How much more conducive 
to peace and prosperity would be resort to such adjustment, 
carried out by mutual consent under expert auspices and 
fertilized, let us hope, by new flows of temporary assistance, 
than the disorderly makeshift of discriminatory arrangements, 
economically fissiparous, subject continually to the perverse 
play of politics and tending to disrupt the diplomatic unity 
of the civilized world. 

Yet we must be moderate in our expectations. We shall 
not see a return of prosperity to the world until political 
conditions are more settled. The most extensive reconstruction 
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loans, the most careful financial policies, the most far-seeing 
adjustments of international trading arrangements, must all 
come to grief if present uncertainties continue. And continue 
they will until there are established more stable political 
groupings. This raises issues far transcending the scope of this 
paper and I will restrict myself to one observation. At the 
present time there is much talk of Western European Union. 
It is an idea which has many attractions, and before the War 
and long before the present discussions, I was one of its earliest 
supporters.' But much water has gone under the bridges 
since then ; and to me the overwhelming lesson of these years 
has been this: in the two Great Wars of the twentieth century, 
Western Europe has failed to settle its problems unaided. On 
each occasion the assistance of both the Commonwealth and 
the United States has been necessary. As I see it, having 
regard both to the economic balance of the world and to the 
intense political jealousies prevailing, there is no prospect 
of things being different in the future. By all means let us do 
what we can to consolidate the political and economic frame- 
work of Western Europe. But let us never forget that this 
must be conceived, not as an alternative to, but as part of, a 
larger consolidation of the Commonwealth, the Americas and 
Western Europe. We cannot hope to stabilize the world and 
safeguard the precious heritage of Western civilization on any 
less ambitious grouping. If this is true, it is very important. 
It may be an additional reason for some circumspection in 
external economic policy. 


LIONEL ROBBINS. 


London School of Economics. 


September, 1947. 


1 The curious may care to consult my Economic Causes of War and a paper entitled 
sang Factors and International Order in the World Order Symposium issued by Chatham 
couse. 
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An American View of the 
British Economic Crisis 


By Jacob Viner 


HERE appears to be prevalent in England a tendency 

to attribute to coal, the weather, and defects of American 

policy responsibility for Britain’s economic difficulties. 
I am aware therefore that I take somewhat of a risk in writing 
in an English journal of Britain’s economic plight without 
much emphasis on American sin or acts of God. I do so, 
however, with good intentions. A tolerable solution of Eng- 
land’s difficulties will require renewed American financial aid. 
To be effective it will have to be substantial in scale. Special 
legislation by the American Congress will therefore be 
necessary. Congress will inevitably be difficult, partly because 
in such matters it is in the nature of Congress—and of legis- 
latures in general?—to be difficult, partly for a variety of 
special reasons, gocd, bad, and doubtful. A case will have to 
be presented to Congress. The better informed the British 
public is as to American impressions of the causes, the extent, 
and the possible remedies for Britain’s economic difficulties, 
the better will be the prospects that Britain’s case for further 
aid can be stated in terms which will be persuasive to American 
opinion. It is as a contribution to this end that I venture to 
submit these comments. 

If Britain’s economy is in desperate shape, the only major 
overt manifestation thereof, aside from her special problem of 
shortage of coal, is in the continuing deficit in Britain’s inter- 
national balance of payments and the approaching exhaustion 
of her supply of internationally liquid assets with which to 
cover that deficit. It is necessary, however, to search beneath 
surface manifestations if we are to be certain that there is 
genuine crisis and that its nature has been properly identified. 
Internal economic sickness does not necessarily reveal itself in 
internal crisis. There may be serious and progressive economic 
decay and debilitation without any sharp climaxes. Under a 
disguised inflation such as modern planned economies tend to 
indulge in the decay can proceed undetected for a long time 
under cover of a national income dazzling in its monetary 
dimensions, of technically full employment, of brilliant profits 
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for business and of magnificent corporate balance sheets. But 
since international balances of payments are two-sided affairs, 
with external creditors—or donors—as well as internal debtors 
as active participants, the accounts, while still in monetary 
terms, undergo a continuous audit in terms of foreign as well 
as of domestic currencies. Whenever the amount of external 
financing to which the country with the debit balance has 
adjusted itself to is greater than its creditors are momentarily 
furnishing there must be a stock of externally-acceptable 
currency which can be drawn upon to cover the deficit or else 
an overt balance-of-payments “* crisis’’ will occur. Whether 
this is serious or not depends on whether or not the balance- 
of-payments crisis is the consequence of internal economic 
sickness. Balance-of-payments crises have in fact been as 
often associated with over-all prosperity as with depression. 
In such cases they have almost invariably been overcome 
rapidly and easily, although not without unfavourable tem- 
porary repercussions upon the internal prosperity from which 
they sprang. 

The United States for well over a century underwent a 
chronic deficit in her balance of payments on current account. 
At fairly frequent intervals, usually times of exceptional pros- 
perity, she found herself buying more abroad than her exports, 
her external borrowings, and her limited stock of gold sufficed 
to pay for. At such times she experienced crises in her balance 
of payments, and was forced quickly to reduce her imports, 
to push her exports, or to solicit new loans abroad. But the 
chronic deficit, financed by equally chronic external borrow- 
ing, laid the foundations of her present economic strength by 
enabling her to build towns, roads, and railways, open up 
virgin territory for farming, and expand her factories and 
mines. While the recurrent crises in her balance of payments 
were troublesome at the time, they reveal themselves in 
retrospect to have been of minor long-run consequence. 

The United Kingdom during that same period was 
continuously supporting by her loans and investments the 
deficits in balances of payments on current account of other 
countries and building her own prosperity on these operations. 
If the present situation merely reflected an exchange of 
financial réles between the money markets of the two countries, 
it would be sensible, on both sides of the water, to regard it 
calmly as a healthy adjustment to changed circumstances. 
The deficit in the British balance of payments on current 
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account is reported to be running at an annual rate of about 
$2.5 billions, or well under 8 per cent. of the British national 
income as estimated for 1946. Countries in the past have 
prospered economically despite, and indeed by virtue of, 
balance-of-payments deficits on current account reaching or 
exceeding 20 per cent. of their national income. If the deficit 
in the British balance of payments on current account were of 
this character, and if the “ crisis’’ were merely the conse- 
quence of an excess of what Britain endeavoured to borrow 
over what others had to date committed themselves to lend 
to her, there might be strain and retardation of British recovery 
but the prevailing forebodings of impending disaster would 
be wholly unwarranted. 

Nor is the nature of the imports whose excess over exports 
constitutes the balance of payments deficit conclusive as to 
whether a deficit is ominous, or even undesirable. A country 
can import capital for purposes of internal development 
either by importing “ capital goods,”’ or by increasing its 
imports of consumers’ goods while diverting its domestic 
facilities to the production of capital goods, or by diverting 
to internal productive use raw materials, consumers’ goods, 
or capital goods which hitherto had been exported while 
continuing to import goods in the amounts and categories 
previously prevailing. British imports are in volume sub- 
stantially below their pre-war level, and Britain’s deficit is the 
compounded result: of commodity exports only slightly in 
excess of the pre-war volume; of a general rise in prices 
plus an adverse shift in the British ‘‘ terms of trade’”’'; of 
exports of services (including as such earnings from external 
investments) radically shrunk, and of large external govern- 
mental payments for military and political purposes. The 
fact that Britain’s imports consist predominantly of food- 
stuffs and raw materials and that “ capital goods’”’ like steel, 
machinery, and railway rolling-stock are a minor element 
in the imports, may reflect an error in policy but is not ipso 
facto a demonstration of it. Even imports of Hollywood 
films or American tobacco can be defended, provided the 


* For a country ‘like Britain which sbwaye hes : a commodity ingere-curpien, a general 
rise in prices increases the import-surplus even if the rise is uniform for exports and imports, 
and increases the import-surplus, moreover, in greater proportion than the increase in 
prices. There has in addition been an adverse shift in Britain's “ terms-of-trade,” or the 
ratios of export og to import prices, but this does not seem to have exceeded 7 per cent. 
from 1938 to 1946, cf., Labor and Industry in Britain (published by British Information 
Services in New York, March, 1947, pp. 60-61). 
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British public is not spending more than it should on current 
consumption, provided there is full utilization of British 
productive potentialities, and provided Harry and Harriet 
prefer pushpin to poetry, even if the pushpin is American 
and vulgar and the poetry British and refined. It is even 
arguable, given these assumptions, and given the availability 
of external financing on reasonable terms, that the British 
balance-of-payments deficit has been too small, rather than too 
great, that Britain should have imported more materials and 
machinery for domestic capital formation and for re-export 
in more advanced form, and that even bringing coals to New- 
castle at $20 a ton would have been preferable to failure to 
meet British industry’s coal requirements. 

How ominous the current deficit in the British balance 
of payments is depends therefore partly on the terms on which 
further external aid, if necessary, would be available, but 
primarily on the state of the British economy as a whole. 
If it is being reasonably productive, if an appropriate proportion 
of its product is being devoted to capital formation, if a proper 
balance is being maintained between current export and 
expansion of productive facilities for future export, then 
everything is in good order, and the current balance-of-pay- 
ments deficit is a healthy phase of an all-round healthy state 
of affairs. 

The information I have as to the actual state of the 
British economy is scattered and inconclusive. In particular, 
I lack authoritative statistical data on some crucial points. 
Whereas in the United States a computation of the immeasur- 
able to four decimal points is made available at the crack of a 
politician’s whip, in England there is a cultivated distrust 
of the making and circulation of estimates involving some 
degree of conjecture, at least before enough time has elapsed 
to make them irrelevant for current policy-making. There 
are not, as far as I know, any official measures of national 
product or of gross or net capital formation. There are official 
estimates of national income, but it is within a wide margin 
anyone’s free guess as to how much smaller (or greater?) in 
real terms the national income of £7,974 millions in 1946 was 
than the £4,671 millions of 1938. The marked changes in prices 
since 1938, the limited significance of nominal prices in a 
world of price controls, rationing, subsidies, absolute scarcities, 
and general deterioration in quality, the great relative increase 
in the proportion of income payments which the Government 
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contributes out of the proceeds of taxation, make hazardous 
any attempt to reduce the 1946-1938 ratio of monetary income 
to a comparison in real income terms. For present purposes 
I accept as the most plausible guess (although higher guesses 
are current, I know) that the national real income of 1946 
was 10 to 15 per cent. lower than the 1938 income, without 
allowance being made for the further impairment of ** psychic 
income ’”’ resulting from reduction of range of choice of 
consumers’ goods and from the destruction and deterioration 
of consumers’ stocks of housing, household goods, clothing, 
and so forth. The 1947 record, I take it, will be somewhat 
better despite the hard winter, the poor crops, and the chronic 
coal shortage. 

The proportion of this national income which is being 
devoted to capital formation instead of to current consumption 
has a vital bearing on Britain’s economic future. Unfortunately, 
it is here that the lack of over-all statistics is greatest. The 
‘* Economic Survey of 1947” presents the surmise that the 
amount of capital equipment and maintenance work done by 
industry in 1946 “ was probably much the same as in a normal 
pre-war year,’ and lays down as a target for 1947 an increase 
of 15 per cent. Taken in conjunction with estimates of capital 
formation derivable—at great statistical risk—from the national 
income data, this would mean a goal of something under 
10 per cent. of the national income devoted to capital formation 
within England. But since the balance-of-payments deficit 
on current account for 1947 will also be not far from 10 per cent. 
of the national income, this would mean that if the goal were 
attained Britain would be doing little more than holding her 
own with respect to her material resources for production. 
Housing is not covered by these estimates, but actual output 
is still far below the pre-war level. Net capital formation by 
the national Government has been negligible, but the contri- 
bution made by local authorities has been substantial ard 
is uncovered by these estimates. Nevertheless the target 
appears to have been set incredibly low, and the achievement 
presumably has been even lower. With six years of accumu- 
lated depreciation and obsolescence of productive facilities 
(already in 1939 badly depreciated, obsolete, and otherwise 
inadequate for Britain’s needs) to be overcome, this seems the 
most discouraging aspect of the entire picture. Seriously 
discouraging also is the coal situation, not so much because 
it is so bad, but because so much dependence is being placed 
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on an expansion in British coal production as the basis for 
British long-run recovery. Evena very substantial improvement 
in pre-war productivity and in total output of coal would 
still mean, on a long-run basis, getting very little return, 
on international standards of productivity per unit of input. 
If Britain’s long-run future is vitally dependent on British coal, 
which I pray is not true, then there is little hope indeed for 
Britain. The coal age is almost over, and even Britain may 
some day not so far distant rejoice that this is so. 

The quality of the management of the British economy 
during the post-war period cannot be appraised on the basis 
of the pre-war and post-war national income record alone. 
If there has not been progress since 1939, the fact that Britain 
was in the interval engaged on more pressing matters could 
be appealed to with great force. What really matters is whether 
since the end of the War the national income has been in size 
and quality up to the standards which after taking all the 
circumstances into account could reasonably be held to be 
attainable, and, whatever the size of the national income, 
whether it has been allocated appropriately as between current 
consumption and capital formation. Too much also of the 
capital investment has gone into housing which should have 
been made to wait for happier days; exports, like enlarged 
inventories, are of course part of gross capital formation as 
much as is internal plant expansion. On the latter score, I 
cannot imagine what sort of evidence could be presented— 
except less favourable income and more favourable investment 
and savings statistics than I have been able to find—which 
would justify as modest a programme of capital formation 
as has been undertaken. It seems evident also that there has 
been extensive avoidable waste of manpower and misallocation 
of it even as between consumers’ goods industries, and that the 
size and quality of the national income were in consequence 
inferior to what was reasonably possible. The main responsi- 
bility for these shortcomings lies upon the Government. 

I would not contend that the transition from a war to a 
peace economy could have been satisfactorily achieved in the 
absence of comprehensive national planning (although the 
favourable experience of the United States, despite its deliberate 
and reckless abandonment of controls should give the enthusi- . 
asts for planning serious food for thought). It is not, therefore, 
that the British Government assumed the task of planning, 
but that its planning was defective which justifies criticism. 
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The Government has its list of worthy production objec- 
tives, and I am not aware of any significant omissions from 
that list. But its actual record does not visibly support any 
claim that it had a well-defined set of priorities as among these 
objectives, or an adequate programme for their realization. 
If it had a definite programme, which it is absurd for a planning 
Government not to have, it should have seen to it that there 
was either an adequate set of incentives to labour and business 
to serve that programme on private interest grounds or an 
adequate set of coercions upon them to conform to the 
programme. Allowance must, of course, be made for the bad 
winter and the poor crops. But these had little or no bearing 
on the 1946 results. Even with respect to 1947, its capacity 
to cope with unforeseen contingencies and to prevent their 
having disproportionate effects is one of the qualities upon 
which a planning Government must stand judgement. There 
is an old rhyme which, with suitable modification in the 
interest of courtesy, has applicability to present circumstances : 

“* And in a torrent if a drunkard sink, 

’Tis not the flood that drowns him, but the drink.” 

Within the limits of space, I will be specific in my criticism. 
First, wasteful use, or non-use, of manpower was sponsored 
or permitted. Demobilization of the military services was slow 
beyond comprehension, after every allowance for external 
responsibilities and for shortage of transport facilities. To 
keep great numbers of troops kicking their heels in English 
camps when industry was clamouring for manpower, merely 
because other soldiers with equal claims could not be brought 
home from abroad for release, was a strange procedure. A 
widespread movement toward a shorter working-week and for 
increased holidays was tolerated, if not encouraged. Man- 
power in public services was greater by almost 30 per cent., by 
665,000 persons, than in pre-war, although such vital industries 
as coal and textiles were starved for hands. No “ working- 
party ’’ was appointed to see if the Government needed such 
expansion of staff. The wage-structure was not altered, nor 
coercions applied, to attract personnel to the undermanned 
industries of high priority and to withdraw them from occupa- 
tions of minimum importance. Incentives to work and to 
move to more essential occupations were suppressed or 
deadened in various ways. The wage-rate structure put no 
premium on filling-out the standard week. Heavy direct 
taxation of wages, rationing, subsidies, and price-controls 
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which made the basic necessities cheap relative to a full- 
week’s pay and limited the quantity which could be bought, 
prices out of reach for non-essential commodities, except for 
the availability for purchase in unlimited quantities of time- 
consuming services such as entertainments and travel and 
mid-week football, made leisure over-attractive as compared 
with wages, stimulated absenteeism, and lessened the effective- 
ness of wage-differentials as incentives to greater output or to 
movement to more essential occupations. 

The incentives to industry were impaired in like manner 
by ill-designed regulations and restrictions which hampered 
efficiency and failed to harmonize, by appropriate regulation 
or other devices, the road to maximum profits—or to minimum 
risk and inconvenience—with the declared objectives of the 
national economy. Taxation and voluntary saving were 
insufficient to close the gap between the rate of flow of money 
income and the rate of flow of goods available for purchase, 
and price-controls prevented it being closed by a rise in prices. 
This mating of monetary inflation with price-ceilings inflicted 
upon industry its natural offspring, “* bottlenecks,” or absolute 
and persistent scarcities at prevailing prices of key materials 
or machinery, with consequent reduction of output, increase 
in unit costs of production, and deliberate hoarding of man- 
power in anticipation of breaking the bottlenecks. 

The official tone in 1946 was, nevertheless, one of com- 
placency. The hard winter and the coal crisis disturbed this 
complacency somewhat. But the chief alteration in policy 
that a cursory search of the record has revealed was that the 
lullabies of 1946 gave way to exhortation of a type which 
recalls to memory the spectacle of Herbert Hoover in the 
early 1930’s trying to exorcise the Great Depression by 
incantation. There is, I willingly concede, no people which 
is more responsive to appeals to its good citizenship than the 
English, but in the complexities and muddle of the present 
British economy is it possible for the ordinary individual 
without specific and detailed guidance to know how to act as 
a good citizen? At long last, as the balance-of-payments 
crisis was approaching its climax, and under goading from the 
public, the Government emerged with policy decisions and the 
promise of a programme of action. 

Americans will watch further developments with sym- 
pathetic interest. I feel confident that they will applaud any 
steps which seem well-adapted to promote the restoration of 
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vigour and productivity in the British economy even if these 
steps should not conform to an American pattern or should 
impinge somewhat upon American interests. They will be 
seriously disturbed, however, if the programme of action 
should reveal that the balance-of-payments problem is being 
dealt with as if it were only a shortage of dollars that was 
involved, or if the over-all British economic problem were 
dealt with as if it were only a balance-of-payments problem, 
or if further American aid were dealt with as more than a 
relatively minor ingredient in the prescription needed for 
England’s economic ills. There is profound conviction on 
this side that England’s difficulties are more serious than can 
be cured by pulling a few rabbits out of a conjectural hat. 
The suggestions thrown out casually by a much-admired mem- 
ber of the British Cabinet that appropriate remedies could be 
found in a redistribution of America’s stock of gold or in 
reintroduction of Lend Lease or in a British Commonwealth 
Customs Union have not been interpreted—fortunately—as 
reflecting the serious thinking of the British Cabinet. It is a 
long time since any instance of success in hanging cloaks on 
moonbeams has been reported, but the endeavour has at best 
the merit of being entertaining. 

There is no intent on my part to minimize the technical 
difficulties of effective economic planning. The successes of war- 
time planning, such as they were, are of doubtful relevance. 
War-time planning is comparatively easy, if only because of 
the simplicity of major objectives, and the only significant test 
of achievement that is commonly applied is comparison with 
the achievement of other planned economies. The British 
post-war record, in fact, lends confirmation to the charge of 
opponents of comprehensive planning that once the com- 
petitive price-system is permitted or forced to disintegrate 
beyond some critical point, there is no practicable or tolerable 
stopping-place short of a completely regimented and authori- 
tarian economy. I recognize, moreover, that the British Govern- 
ment has to face some obstacles to effective planning peculiar 
to it. There is no political support in England for a return to 
governance of the economy by free-market forces. The 
Government is politically obligated and driven by its own 
convictions to press an elaborate and expensive social reform 
programme, and one which for the time being at least is a 
hindrance rather than an aid to production, with as much haste 
as circumstances permit. It is committed unreservedly both 
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to socialism and to economic and political democratic freedoms, 
and only experience can tell whether they are compatible in 
practice. It shares political authority with a strong trade 
union movement, and it remains to be demonstrated that a 
condominium can act quickly and decisively in emergencies 
involving some divergence of views or incomplete harmony 
of interests as between the partners in sovereignty. The 
dependence of the British economy on imports makes any 
British planning subject to the vagaries of external develop- 
ments beyond the control of the British Government. The 
litical and strategic responsibilities which Britain carries 
ave been a heavy financial burden and have absorbed much- 
needed manpower, but fewer Americans than Englishmen, 
I suspect, would today agree that the remedy should be 
found in casting these responsibilities off forthwith. The 
task of Government has thus been a specially difficult one. 
But governments should not expect appeals to the difficulty of 
their task to be accepted as valid excuses for faulty performance. 
It is widely believed in England, I know, that a large part 
of England’s difficulties is the result of harsh terms imposed 
by the United States as the price of the loan. I will not enter 
here into an appraisal of the record, which on some crucial 
questions of fact as to where the initiative lay on what have 
become controversial points still is obscure, and is differently 
reported in the two countries. I will confine myself to one 
aspect of the Anglo-American commitments which is not yet 
water over the dam but continues to have operative significance, 
namely, the British commitment to non-discrimination in 
trade. I firmly believe in the virtues of the non-discrimination 
principle as the general rule for a well-ordered free-market 
world. Only through substantial adherence to this principle 
by at least most of the world outside the Iron Curtain can 
Britain and the British Dominions prosper economically and 
can small countries survive politically or economically. But 
this principle, I concede, does not make much economic sense 
in a world of inflation, arbitrary prices, and arbitrary exchange 
rates. I have from its origins been convinced that there was 
no appropriate arena for active operation of the Monetary 
Fund until currencies and exchange rates were in order and 
trade barriers reduced to moderate levels. On analogous grounds 
I believe that enforcement of the non-discrimination rule should 
wait until currencies, exchanges, and price systems are reason- 
ably accurate reflectors of the prevailing economic realities. 
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That Britain, however, has here a genuine grievance, 
either because her commitment to non-discrimination has been 
a handicap to her recovery in the immediate past and a factor 
in causing her balance of payments deficit, or because it is 
likely to be a handicap for her in the near future, is not clear, 
on the basis of available information. To what extent, and in 
what sense of the term, has Britain actually been practising 
non-discrimination? What commodities, coming from what 
countries, could have been bought with inconvertible sterling 
instead of with dollars, and what additional British commodities 
could have been exported to what countries, if the commit- 
ment to non-discrimination had not been operative ? One can 
be sceptical also as to the prospects of England finding suit- 
able partners on a bilateralistic basis in the near future. 
Bilateralism tends to be useful only to the weak and to be 
available on tolerable terms only to the strong. If Britain's 
economy remains in need of crutches, she will find for the 
most part that those countries which offer themselves as 
partners are even in worse shape. 

There is still complete confidence in the United States 
in the economic prospects of a well-ordered England, and 
general recognition of the value to American interests of a 
strong and prosperous England, whether it be socialist or 
capitalist. I am sure that further financial aid, on a substantial 
scale and on terms not intolerably harsh, will be forthcoming 
if there is evidence that the aid will be used primarily to 
increase the productive capacity of the British economy. 
Whether that aid must come by the difficult way of a large- 
scale European project, involving the formal or actual necessity 
of preliminary agreement on a joint recovery programme by 
many countries very differently situated, or will be made 
available directly on the basis of a bilateral arrangement, will 
depend on developments which I cannot forecast. My friendly 
advice would be, however, that while proceeding to put her 
house in order as best she can from her own resources England 
should survey her needs without irrational prejudice against 
balance-of-payments deficits, and then trust us to help her to 
meet those needs on reasonably generous and non-humiliating 
terms, provided the appeal is to our friendship and our common 
interests, and not to our guilty conscience. 


JacoB VINER. 


PRINCETON UNIVERSITY. 
SEPTEMBER, 1947. 
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The Political Basis for U.S. Foreign 
Policy 
By W. W. Rostow 


HIS article is concerned with the motives and political 

forces out of which policy in the United States has been 

built and supported; with the outlooks and interests 
which have been reconciled and with those which remain 
unreconciled. These matters appear of legitimate interest 
because the motives and interests of the United States, in the 
diplomatic actions it has undertaken, are themselves the 
subject of scrutiny and criticism; and because these motives 
and interests are likely to prove more durable than the transient 
formulation of current policy. 


I, 


It is traditionally difficult to define neatly the foreign 
policy of a major Power. Foreign policy consists in a flow of 
day-to-day actions in particular areas, designed to meet unique 
and changing circumstances. These actions often involve a 
balancing of divergent interests and objectives. It has not 
been without wisdom that diplomats, and even their historians, 
have preferred to leave implicit the matter of larger objectives. 

Over the past two years, however, the United States has 
been engaged in a conscious re-orientation of its relations to 
the world. The process of public exploration, debate and 
persuasion has yielded a rare articulation of official American 
policy. Whatever the array of discordant opinions held by the 
mass of the American people, the duly elected executive branch 
of the American Government has formulated, and is pursuing 
and defending before the Congress and the people, a reasonably 
consistent and highly explicit set of aims. Related, but 
separable, these may be grouped under the headings of 
security, political, and economic objectives. 

The security objective of the United States is, at its basis, 
that of most nations at most times; that is, to avoid war but 
to take such actions as will maximize the likelihood of victory 
should war come. The American military experience of the 
Second World War, and subsequent extensive contemplation 
of the atom bomb and the capabilities of air warfare, have 
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given this objective special point. Both technical and popular 
thinking have come to acknowledge that the United States 
is now subject to sudden and effective attack from interior 
bases in Europe and Asia. It is probably fair to regard the 
bulk of U.S. foreign policy, in the past two years, as an erection 
founded on this new awareness of American military insecurity. 
From it has stemmed directly the proposals to neutralize 
atomic energy as a weapon and the sensitive reaction of the 
United States to the issues which have come before the 
Security Council of the United Nations. Indirectly, the new 
security fears have imparted vigour to the pursuit of the 
political and economic aspects of foreign policy. 

Politically, the United States is concerned to see preserved 
and extended the process of political democracy, as understood 
in the West. The pursuit of this aim, in many parts of the 
world with varying histories and political traditions, has 
raised problems of great difficulty. The formula of free 
elections, even when they have been held, has not, in itself, 
proved a talisman capable of solving domestic issues in all 
areas and of setting the individual countries on a firm 
democratic course. Nevertheless, the United States has clung 
to an approximation of the ancient doctrine of consent in its 
foreign relations, and has maintained broadly the assumptions 
on which American society itself is founded. 

Economically, the policy of the Government, since 1945, 
has been directed towards two main ends. The United States 
has actively participated in the founding of the World Bank 
and Fund, in the I.T.O., and in other efforts to set a long-run 
framework of economic stability, designed to avoid in the 
future the international cataclysm of 1929-1933. More 
immediately, there has been substantial aid for purposes of 
reconstruction. 

The ultimate rationale for such aid, whether in the form 
of UNRRA or special support for Greece, has been that 
politically democratic solutions were not likely to emerge, in 
the post-war world, if the brunt of the problem of recon- 
struction was borne in devastated areas without the resources 
which the United States alone could supply. The issue then 
arose as to whether the United States should look to short-run 
or long-run results from this policy; or, more concretely, 
whether aid should be continued to countries whose present 
Governments were non-democratic, by American definition, 
and who were engaged in active political warfare against the 
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United States. Much controversy has centred on this issue. 
The statement of President Truman in March, 1947, com- 
mending Greek and Turkish aid to Congress, appeared to 
set sharp political criteria for U.S. assistance ; the proposal of 
Secretary Marshall, at Harvard in June, left open the possibility 
of aid for European countries, including the Soviet Union, 
irrespective of their domestic and international political 
policies. The Soviet refusal to participate in the Paris 
Conference, however, has inevitably given the formulation of 
the reconstruction plans a Western political bias. 

The whole body of American foreign policy, in its security, 
political, and economic aspects, has assumed the character of 
an explicit struggle, or bilateral negotiation, with the Soviet 
Union. Two factors have, in particular, led to this position, 
one flowing from the outcome of the War, the other from the 
nature of the American position in the post-war world. 

Before 1945, American relations with Russia, for more 
than a century and a half, had been, in their essentials, pacific 
and even friendly, despite the attachment of the two countries 
to widely differing conceptions of government and society. 
This followed from the fact of physical separation ; but more 
importantly, from the existence of other powers in the world 
against whom Russia and the United States naturally made 
common or parallel course. In most of the Nineteenth Century, 
Britain served as a common diplomatic adversary on a con- 
siderable range of issues; and at Portsmouth, in 1905, there 
were reflections of a potential Russo-American common front 
against Japan. Asa result of Allied victory in the Second World 
War the independent power of Germany and Japan collapsed ; 
and it left France, and even Great Britain, dependent, in the 
short run at least. Aside from the physical juncture of American 
and Soviet forces, in Korea and on the Elbe, there has arisen 
a situation which, on many issues, leaves the U.S. and the 
Soviet Union the arbiters of the peace. The settlement of the 
border areas, e.g., Germany, Austria, Korea, and, in a sense, 
China, was bound to take the form, in large part, of a negotiation 
between the U.S.S.R. and the U.S. 

This inevitable sharpening of U.S.-Soviet relations was 
accentuated, in the United States, by the remoteness of the 
American Continent from the areas in contest. The network 
of intimate relations that bind France, and even Great Britain, 
to Europe does not easily allow of an extreme and explicit 
anti-Soviet focus to foreign policy. The distant position of 
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the United States, and the lack of secondary inhibitions, has 
led, for good or ill, to a focusing of attention on the question 
of Soviet policy and U.S.-Soviet relations. And this has been 
exacerbated by the need for dramatizing, to the American 
people, the need for an active world-wide post-war foreign 


policy. 


II. 


Political support for the Government's foreign policy has 
proceeded from a variety of motives and groups in the United 
States. The most widely accepted, and perhaps the most 
important motive in American foreign policy is the belief that 
security of the United States can no longer be separated from 
events in Europe and Asia. The sequence, from the Neutrality 
legislation of 1935-1937 to the extremely successful Japanese 
attack on Pearl Harbour and the German Declaration of War 
on the United States in December, 1941, was persuasive for 
Americans. Its lesson was driven home by the use of the 
atom bomb and the well publicized potential capabilities of 
air warfare, employing weapons of mass destruction. Isolation- 
ism, as a thorough-going and coherent doctrine, is virtually 
dead, in the sense that few would now assert that the security 
of the United States can be maintained by American action, 
within the Western Hemisphere. Many of the attitudes towards 
foreign affairs which characterized the isolationist position, 
however, remain; and they are still politically important. 

Although events have mainly served to educate the 
American people to a new sense of military insecurity, military 
leaders, as a group have been influential. In their writing and 
in public statements, General Eisenhower and General 
Marshall have used their immense prestige to drive home to 
the American people a radically revised version of Washington's 
Farewell Address of 1796 ; the United States is now vulnerable 
to sudden and effective attack ; the United States must maintain 
its responsibilities throughout the world if a stable peace is 
to be achieved ; among those responsibilities is the maintenance 
of an effective armed force, until a firm international system 
of collective security has been established. Most Americans 
have come, with great reluctance, to accept these propositions ; 
and they constitute virtually the universal common base from 
which responsible discussions of foreign policy proceed. This 
is the factor which, above others, distinguishes the American 
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position from that in 1919-1920. The internationalism of the 
United States is now rooted in a conception of the American 
national interest, and may not prove dependent upon ephemeral 
philanthropic or crusading impulses. 

In fact, the new techniques of warfare do not necessarily 
make the continents of Europe and Asia more significant for 
the United States, in a strictly military sense. The prime 
position of air warfare and the actual or clearly potential range 
of its instruments and weapons make secondary, if not 
irrelevant, the question of forward bases. Similarly, the nature 
of atomic warfare, with its enormous economy of resources— 
a cheapening of the real cost of destruction—make secondary, 
for the United States, the question of military allies. The 
United States is concerned with events on those continents, 
in a strictly military sense, because the outbreak of war any- 
where in the world is likely to involve the United States from 
the beginning and to involve it as an early victim of attack. 
The prime security interest of the United States in Europe 
and Asia is, simply, that these areas should not generate war. 

Politically, however, the United States has a considerable 
stake in post-war solutions evolved outside the Western 
Hemisphere ; for on the orientation of distant areas depends, 
in part, the possibility of maintaining in the United States 
its present forms of political and economic organization. To a 
new awareness of military vulnerability has thus been added a 
fear for the stability of Western political institutions. This 
fear is associated, of course, with the impact of Soviet and 
Communist policy on the re-formed and liberated countries 
of Europe and the Far East. Even without pressure from the 
Soviet Union and from the Communists within their borders, 
these countries might be expected to be relatively weak and 
unstable democratic societies. The depression of the ’thirties, 
the impotence of the democratic States in the course of the 
rise of fascism, the staggering impact of war, occupation, and 
post-war poverty, weakened the strength of the groups which 
normally constitute the main strength of political democracy ; 
and, more generally, they undermined the faith of the masses 
of people in democratic procedures and solutions. Moreover, 
Western democracy had developed shallow roots, at best, in 
large portions of the world in pre-war years. It is with this 
historic fact, and with an ebbing of democratic faith, at least as 
much as with Soviet or Communist pressure, that the United 
States is confronted in the pursuit of its political objectives. 
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The appropriate response to these difficult political facts 
constitutes the central problem of foreign policy from the 
point of view of the United States; that is, the issue around 
which the bulk of discussion and debate among Americans 
proceeds. Relatively few persons disagree with the Govern- 
ment’s proposals on the control of atomic energy ; the proposed 
disarmament treaty for Germany would almost certainly pass 
easily through the Senate and command general support. 
On the other hand, U.S. policy in China, Germany and Japan ; 
the programmes of aid for Greece and Turkey ; the British and 
French loans; the Marshall Plan; the general attitude 
towards the Soviet Union and European aid reflected in the 
Truman Doctrine . . . all these acts of implementation, of 
American political objectives, have been the subject of con- 
tinuing and serious debate. 


III. 


At one extreme have been those Americans, who, whatever 
general sentiments they may display when talking explicitly 
of foreign policy, are unwilling to expend American resources 
in the pursuit of external objectives, or in any way otherwise 
to modify their positions on domestic issues to conform to the 
needs of those objectives. In the course of the history of the 
United States, Americans have taken foreign policy seriously 
only at rare moments of crisis. Quite appropriately an 
American weekly magazine, discussing the problem of imple- 
menting Mr. Marshall’s proposal, recently quoted Henry 
Adams: “ The Secretary of State has always stood as much 
alone as the historian. Required to look far ahead and round 
him, he measures forces unknown to party managers, and has 
found Congress more or less hostile ever since Congress first 
sat. The Secretary of State exists only to recognize the existence 
of a world which Congress would rather ignore ; of obligations 
which Congress distrusts and tries to turn to its advantage or 
reject.” The pursuit of foreign policy involves at all times a 
meshing of domestic and foreign objectives; and when the 
question of appropriations is involved, as at the present time, 
Congress is touched at its most sensitive point. 

In terms of domestic policy, the national reaction against 
the New Deal, evident as early as 1936, tended to come to 
rest in efforts to reduce the Federal budget. Mr. Roosevelt 
remained in the White House from 1936 to 1945 defending 
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the New Deal gains, and as a War President ; but, as after the 
First World War, the Republican slogan in 1946 was “‘ economy,” 
and with it the Congressional elections of 1946 were carried. 
There has been, then, a continuing conflict between the main 
domestic objective of the dominant political party in the 
United States and the clear necessity for a high level of national 
expenditure, for the maintenance of the American military 
establishment and for various forms of reconstruction aid. 
There will undoubtedly be a considerable number of congress- 
men who will hold out against the implementation of Mr. 
Marshall’s proposals to the bitter end, on grounds of their 
budgetary cost; and a nostalgic yearning for economy will 
exist in the minds of many, who, in the last analysis, will vote 
to implement Mr. Marshall’s proposals. 

The most persuasive argument for meeting Europe’s 
needs, as defined in the Paris Conference, will undoubtedly 
be that failure to do so will play into Russian hands. It is 
clear, from the history of the British Loan Agreement forward, 
that it is easier to get Congress to vote funds in terms of the 
American conflict with the Soviet Union than in terms of 
broad and general long-term international objectives. This 
form of persuasion clearly has its dangers; but as indicated 
earlier, the complex pattern of post-war relationships has come 
to be simplified in American minds as a problem of containing 
the believed objectives of the Soviet Union. 

It is one of the more tragic consequences of post-war 
diplomacy that the group in the United States who regard the 
central issue of the post-war as one of political and economic, 
if not military, conflict with the Soviet Union, is slowly and 
reluctantly being enlarged to include many important groups, 
who would have preferred, and who still prefer, a prompt 
negotiated settlement of outstanding issues with the Soviet 
Union. The initial American liberal position—let us say, that 
of most New Dealers—was that the United States must behave 
in its foreign policy with reasonable liberalism, in American 
terms (or with what Europeans might call social democracy) ; 
and that, if it did so, the fears of the United States in the 
Soviet Union would be dissipated and that prompt agreement 
would be possible. Whether correctly or not, many Americans 
have come to the conclusion that the Soviet Union dislikes 
American policy in a social-democratic cast at least as much 
as in the classic Marxist role of capitalist imperialism. 
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The acceptance of that conclusion has not by any means 
lessened the dissent of many American liberals with aspects of 
the Government's foreign policy. They have, rather, tended to 
shift their ground from the view that no political struggle with 
the Soviet Union was necessary, to the position that the struggle 
is best carried on by the United States in terms of constructive 
American aid to all political democracies, including those 
which contain large socialist elements. For example, the 
liberal case against Mr. Truman’s justification for aid to 
Greece and Turkey was not that such aid was unnecessary ; 
but rather that an American crusade focused indiscriminately 
on anti-communism would be ineffective and self-defeating. 
Mr. Marshall’s speech at Harvard reflected, in part, the liberal 
protest. In terms of the Truman doctrine Spain might have 
been a country worthy of American aid; whereas, in the 
implementation of Mr. Marshall’s proposal Spain was not 
represented at Paris. 

In general, then, it may be said that the discussion among 
those middle groups representing perhaps 60 per cent. of the 
American population, who ultimately create national policy, 
turns on the techniques for meeting, by political and economic 
means, the believed Soviet post-war challenge. It is significant 
of the growing maturity of that response that the bulk of the 
American people was almost certainly disappointed, if not 
surprised, that the Soviet Union rejected the invitation to join 
in the Paris discussions. That fact, the dilatory tactics of the 
Soviet Union with respect to American atomic energy proposals, 
and the prolific use of the veto by the Soviet Union in the 
Security Council have pushed many American liberals into 
what might broadly be called the anti-Soviet camp. The 
liberal position, and probably the view of the majority, is that : 

(a) agreement with the Soviet Union on the major issues 
of security must remain the ultimate objective of American 
post-war policy; and that objective must be compromised to 
the minimum in such interim policies as are pursued ; 

(6) that until such agreement can be reached, the United 
States must not compromise its military security, to the extent 
that the concept is now meaningful, by unilateral action ; 

(c) that the United States must employ its resources to 
help to preserve and to develop the process of political 
democracy where such action is possible ; 

(d) that the United States must present at home an 
effective working example of political democracy ; that is, to 
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fight severe unemployment and to meet, by the democratic 
process, its substantial world commitments. 

At the extremes of American political life there are small 
articulate groups, often overrated in their importance outside 
of the United States, who would hold, on the one hand, that 
“ preventive ’’ war with the Soviet Union should be sought 
by the United States at the earliest possible opportunity, and 
on the other, that the policies of the Soviet Union are fully 
justified and should be accepted by the American Government. 
It is probably fair to say that neither of these views has sig- 
nificantly affected the course of American diplomacy in the 
post-war world. 

It is frequently supposed abroad that the main trends of 
American foreign policy can be traced back to economic 
pressure groups within the country. It is often held, for 
example, that the Marshall proposals were primarily a rationale 
for the American need to export large surpluses of industrial 
products. It is, indeed, evident that the United States now 
produces certain commodities in quantities beyond the ability 
of the American domestic market to absorb, certainly at present 
price levels and perhaps at any reasonable price levels. It is, 
further, clear that when the Paris perenne go to Congress 
they will gain support from Congressmen who represent 
regions which are seriously concerned with the maintenance 
of high levels of American exports in certain commodities. 
This is an old story in American political life. From its begin- 
nings, foreign policy was affected by the tendency, for example, 
of the South to produce substantial export commodities for 
British markets ; and an economic tie of the American South 
to Great Britain runs almost continuously through the last 
160 years of American history. Further, the American Middle 
West, as after the First World War, is dependent, if prices 
and production are to be maintained, on a continued high 
level of grain exports. And so with tobacco and shipping. 
It is much more doubtful if the conventional stereotypes of 
American capitalism—the banker, the representative of the 
automobile industry, the film industry, the oil industry, etc.— 
have as large a stake in the maintenance of American outlays 
abroad, or if they are as influential in Congress as the cotton 
and grain interests. 

_ Even at their most powerful, these direct economic 
interests have not produced the main shape of American 
foreign policy, whatever support they may give, for narrow 
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reasons, to its present formulations. The interest of the 
farmer is, after all, to keep his prices high. As the history of 
the New Deal showed, the farmer is quite content in the 
United States if farm prices are maintained by domestic 
subsidy as by subsidized exports. It is a political convenience 
to Mr. Truman and Mr. Marshall, in the pursuit of their 
foreign objectives, that the fear of falling agricultural prices 
is real, and that surpluses in certain important commodities 
exist. But those facts have not determined policy. 


IV. 


As these lines are written the Paris Conference draws to a 
conclusion. The response of the American people, and 
especially of Congress, to the report of the Paris Conference 
will constitute a test of the seriousness of post-war international- 
ism in the United States. There will be those de facto isola- 
tionists unprepared to accept the budgetary cost of the proposed 
aid to Western Europe. There will be those who, complaining 
of the inadequacy of European measures of self-help, will 
seek drastically to reduce the amount of American assistance ; 
and they will be joined in their dissatisfaction by those who 
feel that without Eastern Europe the Paris plan can only 
constitute a stop-gap measure, offering no guarantee of the 
economic and political stability of Western Europe. And 
there will be a small minority repeating the familiar slogans 
of violated sovereignty and dollar imperialism. 

These strands of dissidence, some of which will be present 
even in the minds of supporters of the Paris proposals, will 
confront three solid facts : 

First, failure to support the Paris proposals will discredit 
definitively the American position outside the Western 
Hemisphere ; President Truman and Mr. Marshall 
have, in effect, staked American prestige on the 
success of the sequence begun with the speech at 
Harvard in June ; 

Second, it is believed that the political objectives of the 
Soviet Union will be powerfully advanced by an 
American rejection of the Paris proposals; —- 

Third, the American domestic economy will face an early 
crisis and reorganization, unless subsidized exports 
are continued on a large scale. 

In the course of the inevitable period of vigorous discussions 
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which precedes major Congressional action in the United 
States, these facts are likely to emerge as decisive. 

It is likely, as well, that this period of exploration of 
Europe’s problem will reveal to more thoughtful Americans 
that the Paris proposals, even if implemented, do not con- 
stitute a resolution of the economic and political post-war 
difficulties of Europe, or even of Western Europe; and that 
the United States has embarked upon a course in which 
Mr. Marshall’s speech ‘was merely an intermediate stage. 


W. W. Rostow. 
September, 1947. 


Statistical Section 


EXPENDITURE ON BEER (pages 81 and 88 July Revrew).—It is regretted that 
misunderstandings have been caused by statements made in the statistical section 
of our July issue, and the following additional information will obviate erroneous 
conclusions being drawn from the tables which were published. 

While the tables showed how vastly taxation had increased in the last eight 
years, they also indicated that the consumers’ expenditure had risen even more. 
The conclusions which may have been drawn, namely, that the excess was for 
“ added water ” and, by implication, that it represented profits, are, of course, quite 
erroneous. Items such as the increase in costs of raw materials (barley by 160 per 
cent., hops by 150 per cent.) and of labour (wages by 70 per cent.), as well as fuel, 
transport and distribution, are all material factors to be taken into consideration. 

However, it is in distinguishing between standard and bulk barrelage that 
fallacies have crept in. If the cost of brewing materials had remained static, there 
would have been a saving in the cost of producing the lower gravity beer, but the 
increase in the cost of raw materials mentioned above has resulted not in a saving 
but in an increased overall production cost, which at the lowest estimate would 
be 60 per cent. above 1939. In addition, the Excise duties rose by 293 per cent. 
It is not surprising, therefore, that the consumers’ expenditure increased by 163 per 
cent. 


THe New Export Tarcets.—On page 52 are shown quarterly figures for 
exports, by volume, for certain selected industries, and all manufactures, covering 
1946 and the first half of 1947 together with the targets announced by Sir Stafford 
Cripps in his statement on the Government’s export programme on September 12th. 

It will be noted that the percentage scale is different in each case. This is 
designed to bring out the relative magnitudes in value of the different export totals 
shown. For example, in the fourth quarter of 1946 the exports of cotton yarns and 
manufactures and of chemicals, etc., were approximately equal in value so that the 
equivalent bars in our diagram are of almost the same height. But whereas the 
volume figure for cotton exports in that period was only 43 per cent. of the 1938 
average, allowing for price changes, exports of chemicals had reached 161 per cent. 
Some of the individual targets deserve special mention. During the last quarter of 
1946 coal exports were running at an annual rate of about 3 million tons. The 
targets imply that some 6 million tons should be exported during 1948, rising to an 
annual rate of nearly 15 millions by the end of the year. Again, in the broad category 
of “ vehicles "’ a large increase in particular is projected for exports of private cars ; 
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at the end of 1946 the annual rate of export for new motor cars was 129,000 units— 
it is hoped to reach a figure of over 316,000 by December 1948, 

It should be remembered, however, that the target figures have been expressed 
in terms of prices ruling during the last quarter of 1946 so that any subsequent rise 
means that the actual value of the exports required to meet the volume targets will 
be correspondingly increased. In fact, the Board of Trade index of Export prices, 
which stood at 210 in December last (1938=100) had risen to 227 by June of this 
year. Thus, the end—1948 target figure of some £1,390 million a year for ex ports 
of all manufactures must now be raised to £1,500 million. 


VoLuME OF ImporTS AND Exports.—An expansion of world trade in general 
is vital if the U.K. is to reach the projected export target of 175 per cent. of its pre- 
war volume. On page 53 are given, for comparison with the trend of our own trade 
figures, charts of the volume of exports and imports for certain selected countries, 
The most striking feature is, as would be expected, the enormous increase in the 
volume of U.S. exports, which by May of this year stood at nearly three times the 
1938 figure, whilst imports had risen by barely a third. The two neutral countries, 
Sweden and Switzerland, also show increases over their pre-war averages, but with 
a larger proportionate increase in imports than in exports. The great difficulties 
experienced in reviving the French economy are clearly reflected by the graphs; 
at the beginning of the year exports were still some 15 per cent. below the 1938 
figure. 

Economic TaRGETS.—Some of the main targets set by Mr. Attlee in his state- 
ment in the House of Commons on August 6th are compared with the present 
position by the charts on page 54. The graphs show the percentage shortfall or 
excess in relation to each individual target ; thus during August there was a short- 
fall of over 20 per cent. in the output of deepmined coal, due to the incidence of 
holidays together with loss of production caused by labour disputes. Some of the 
leeway may, however, be made up if the upward trend in the number of colliery 
workers is continued towards the December target of 730,000. In the report of the 
Paris Conference on the Marshall Plan the target for U.K. production of coal has 
been set at 250 million tons for 1951, of which 29 millions would be exported whilst 
the target for steel has been raised to 15 million tons. 


THE DISTRIBUTION OF THE WORKING POPULATION.—The redistribution of the 
working population since the end of the War can be observed from the table on page 
55. Gradual demobilization has now freed over 44 million workers, against which 
must be set a decline in the total labour force of nearly 14 millions since June, 1945. 
Of the net increase, manufacturing industry engaged on export orders has absorbed 
over one million and in June last accounted for 7-5 per cent. of the working 
population as against 5-0 per cent. in 1939. The numbers in commerce and 
distribution have risen by over three-quarters of a million but total less than 
22 per cent. compared with 26 per cent. before the War. On the other hand, the 
staffs of the Civil and Local Government services show a rise of no less than 3 per 
cent. over 1939 (from 1,385,000 in 1939 to 2,043,000 in 1947). 


Tue U.S.A. AND CANADIAN LoaNs.—The chart on page 56 shows the rate of 
withdrawals by the Treasury on the U.S.A. and Canadian lines of credit. The 
accelerated rate of drawing on the U.S. loan since March of this year, and especially 
during July and August, is brought out by the rapid decline in the credit unutilized, 
culminating in the “ freezing" of the balance of $400 million following the 
suspension of convertibility on August 21st. 


From the tables below the chart on U.S. exports and export balances can be 
observed the dependence of virtually the entire world on American productive 
capacity and the reorientation of trade that has taken place compared with pre-war 
years. This is specially marked in the case of Latin America and the Far East who 
are now debtors to the U.S. on trading account, whereas before the War the balance 
was in their favour. The position of Canada also deserves attention. 
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Foop COoNSUMPTION.—Two tables are given on page 57. The first shows 
the changes which have taken place in per capita consumption of the more common 
foodstuffs. Milk consumption shows a gratifying increase, but the other changes 
generally mark the deterioration in the quality of our diet. Due to rationing and 
subsidies, retail prices for food have risen only about one-third during the War and 
for most items are still well below the peak levels reached after the War of 1914-18, 
when national money income was much below the present level. It will be seen 
that complete withdrawal of subsidies would imply rises in prices ranging from 
22 per cent. for milk to 75 per cent. or over for sugar, cheese and eggs. 


Lasour DisputTes.—Contrary to a widespread impression, the two figures on 
page 58 show that the number of labour disputes has declined appreciably from the 
1945 peak and that the total number of working days lost through stoppages is 
still relatively low compared with the period of industrial unrest after the last war. 
In contrast with that period, however, the disputes at present occurring take place 
on a steadily rising wage trend and cause far greater dislocation than formerly 
owing to the dangerously low level of working stocks in industry. 

TREND OF BANK ADVANCES.—The tables on page 59 show the trend for some of 
the main categories of Advances by the Clearing Banks. During the period shown 
total advances rise by over £326 million to £1,174 million. Over £90 million of 
this was accounted for by the increase in Personal and Professional advances. 


DISPOSAL OF PERSONAL INcoME.—Owing to rationing, rent restrictions and other 
price controls, expenditure on food, rent and fuel it will be seen absorbed no more 
than 29 per cent. of personal incomes last year, compared with over 40 per cent. 
before the War. By contrast, expenditure on drink and tobacco now absorbs as 
much as 15 per cent. of total income, compared with only 94 per cent. in 1938. 
For the most part, of course, the increased expenditure on drink and tobacco 
teflects higher indirect taxation rather than an increased volume of consumption. 
Even so, the proportion of income absorbed by indirect taxation is very little higher 
than in 1938, whereas direct taxes now take over 15 per cent., instead of 9 per cent. 

SourH AFRICAN BALANCE OF PAYMENTS.—An estimate for the balance of 
payments for 1946 of the Union of South Africa is given on page 61 together with 
some selected figures for prices, gold production and reserves. It will be seen that 
exports of gold are a vital element in the Union's trading account, being more in 
value than the total of all merchandise exports. Though gold production has 
declined, due to rising costs, from the peak year of 1941, monetary reserves of the 
metal have risen steadily until the end of 1946, since when there has been an 
appreciable decline. 

THE VALUE OF SCANDINAVIAN CURRENCIES.—The value since 1924 of the 
currencies of Sweden, Denmark and Norway, in terms of sterling, are graphed on 
page 62. The greatest appreciation is shown by the Swedish krona, which was 
revalued in July, 1946, at 14-50 to the £ ; on the other hand, the sterling value of 
the Norwegian kroner is virtually unchanged, while that of ‘the Danish currency 
shows a modest rise. 


Publications Received 


[INTERNATIONAL ECONOMIC ORGANIZATIONS, 
(H. M. Stationery Office, price 1 /- net.) 


This booklet provides a brief guide to present day International Economic 
Organizations. The widespread substitution of initials for full titles tends to 
brevity but not always to comprehension. This booklet gives precisely the 
information which is required. 
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DISTRIBUTION OF THE WORKING POPULATION 


June each year Gt. Britain 
Thousands 





1945 | 1946 1947 








1939 | 1943 





Supply depts. and HomeJmarket | 5,825 | 7,494 | 6,410 | 5,277 | 5,540 


| 
_———_| — 
Agriculture and Mining .. bia | 1,823 | 1,865 | 1,840 1,884 1,912 
as %, of total | 92 | 84 | 8-5 9-2 9-5 
Manufactures : | | 
For Exports .. es 990 | 252 410 1,310 1,514 
as % of total ee | 5-0 | 1-1 1-9 6-4 7-5 
| | 
as % of total ee ee 29-5 | 33°7 29-6 25-7 27-5 
Building, etc. ee | 1,310 | 726 722 1,184 1,300 
as %, of total oe | OB | OSS 3-3 5-8 6-4 
Public Services : ) | 


Armed Forces .. ee oo I 560 | 5,084 5,217 2,120 1,383 
as % of total | 


| 

2-8 | 22-8 24-1 10-3 6-9 
| 
| 


Govt. and Local Authorities .. | 1,385 | 1,786 | 1,903 | 2,011 | 2,043 


as % of total 7-0 | 8-0 8-8 9-8 10-1 
as % of total 7-5 6-2 6-7 7-8 8-2 





} 
Public Utilities .. oe oe | 1,475 1,376 1,448 1,607 1,653 
} 














Commerce and Distribution 5,112 3,622 3,556 4,054 4,398 
as % of total 25-9 16-2 16-4 19-8 21-8 
Unemployed ie “i o | 2D | 80 143 1,076 415 
as %, of total oo we | BS | 0-3 0-7 5-2 2-1 
ee commen SEEN meee Wale i 
| 
Total Working Population | 19,750 | 22,285 | 21,649 | 20,523 | 20,158 

























































































































BALANCES REMAINING 
MILLIONS $ MILLIONS $ 
$000 5000 
4000 ~ 4000 
Pee, 
3000 3000 
2000} °* 2000 
1000 1000 
June July Aug Sept Oct Nov Dec Jan Feb Mar Apr May June July Aug 
/946 1947 
U.S. EXPORTS AND EXPORT BALANCES 
(in millions of dollars) 
U.S. Exports U.S. Export SuRPLUS 
1936-38 1946 1947* 1936-38 1946 1947* 
Average | Average | 
$m. $m. $m. | $m. $m. $m. 
U.K. ea - si os 499 855 1,240 325 | 699 1,039 
Continental Europe: Western 609 , 2,246 3,593 | 195 1,775 | 3,186 
” os Other 69 607 533 — 23 542 454 
Canada .. an - 454 1,442 2,091 109 559 1,070 
Latin America .. 485 2,100 3,915 - 58 340 1,743 
U.S.S.R... oa 49 358 182 24 257 lll 
Africa, Near East 160 619 1,110 63 129 703 
Far East .. - 557 1,328 2,063 | —200 422 836 
All Other 85 187 3 43 84 247 
TOTAL 2,967 9,742 15,110 478 4,807 9,389 











* Jan.-June figures at annual rate. 





= ~~ 


"7" = ww HH aw A mm 





57 















































FOOD 
AVERAGE WEEKLY CONSUMPTION PER HEAD. 
| | | | | ——2 
Food Unit | 1900-13 | 1918 | 1954-38, YO, peter 
% 
Liquid milk Pints 340 6| 264 3-3 4-8 445 
Total milk’ ounces _ | _ 10-1 13-4 | +83 
Butter a 49 | 2-7 7-6 3-3 | —57 
Margarine - 1-7 | 3-5 2-7 40 | +70 
Bacon and ham. . ‘. 54 | 7:3 8-3 4-6 —52 
Cheese .. o 2-4 1-9 2:7 2:8 + 4 
Tea * 19 | 2-0 2-8 2:7 —8 
Shell eggs numbers | 2:1 | 1-2 3:2 1-7 —47 
Sugar Ibs. 14 | 0o-9 2-08 1-5 ~25 
Potatoes. . * 3-6 | 5-2 3:3 5:5 +67 
Meat and offal .. ‘s 2-0 1-2 1-9 1-5 ~21 
Flour? ™ 43 | 42 3-7 4-2 +14 
| 
RETAIL PRICES 
| Highest Price Price Pager i | — 
Food | Unit 1st Sept., | lst April, would have in price if 
191805 | 1950 1947 | | been.ck subsidy 
| | mbady | 
Liquid milk | oni 163 ;* Se | “—- . i 8 
Butter | 1b. ! 3 4 133 | 16 233 | 54 
Margarine wee! » | 12 63 | 9 1 | 47 
dard) | 
Bacon - 2 9} 13 | 1103 2 4} 28 
Cheese .. . ee 10 | 10 1 6} 85 
Tea (average) ‘~ 3 Of 24 | 210 3 9 32 
Shelleggs .. | dozen | 6 2 | 2 QY*) 2 Olt] 3 Bie) gs 
Sugar .| 1b. 1 2 3 4 7 75 
Potatoes . . .| Tibs. | 1 7 6} 7 1 oO} 63 
Meat! 1b 41? 9 | 103 12 | 33 
Bread - | 4lbs. | 14 | 8} 10} | 1 43 | 61 
Laud oe! a tt 


for 1909-13 and 1918 relate to wheat aad diluents as flour. 





1 Li 
2 
3 Figures 

> —— of all cuts of Say ane cae. 

5 Prices f for large and sma’ 

Sources: “ Hansard” 3574/49 12/5/47 »Ministry of Labour Gazette. 











LABOUR DISPUTES 
IN U.K.— 1912-1947 


NUMBER OF DISPUTES IN EACH YEAR 
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200,000r 
THOUSANDS 
| TOTAL NUMBER OF WORKING DAYS LOST 
150,000 1930-1947 ON LARGER SCALE 
| 
100,000 
: 
$0,000 : 
f 
1 
inn me i de Pins rs = Sox ww ~~ eee es 
4912 1914 ISI6 1918 1920 1922 1924 B26 928 1930 (932 1934 193 93 940 1942 B44 o47* 
SOURCES: ‘ : 
Statistical Abstract, NOTE: 1[9A7 figures are for first six montas at annual rate, 
Ministry of Lebour Cazette 
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' TREND OF BANK ADVANCES BY PRINCIPAL 
a" CATEGORIES — GREAT BRITAIN £000 


HEAVY INDUSTRIES op | AGRICULTURE ¢ om s | cnpeo 
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DISPOSAL OF PERSONAL INCOME 


1938 1945 & 1946 








7000 
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ACTUAL €MILLIONS 


£8S522M. 


£8400M, - 
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1945 





"1946 


AS PERCENTAGE OF TOTAL 
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INDIRECT TAXES | 
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LMILLIONS 


100074 
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1938 


£584M..” 
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UNION OF SOUTH AFRICA 





ESTIMATED BALANCE OF PAYMENTS 1946. 





RECEIPTS 
Egor of Gold . 
ling proceeds 

Dollar» 
Agency fees, interest, etc. 
a 

Ships’ stores and bunkers 

Dock harbour dues 

UK. 


Current Account 





-» 86-0 
70-3 
23-2 

93-5 

ee 5-0 

ee 4-0 
7-0 
1-5 
5-0 

— 13:5 

202-0 

57-2 

259-2 





Im 


Tourists ee 


Freight and insurance 
Interest, dividends, etc. 


S.A. £ m. 


PAYMENTS 


Pe _ 
ohSs 
ancoo 


Labour and harbour dues ee 2°0 
Surplus wool disposals .. ee 6°90 


Capital Account 





57-2 


Capital inflow plus all other invisible items 57- 
Exchange holdings utilized * oe es 


* Exchange holdings show net increase over year as a result of gold exports. 





PRICES AND GOLD PRODUCTION 





Price INDICES 


Go.p PropucTion | GoLpD RESERVES 





$m. $m. 
Wholesale Cost of 

Prices iving (December 

1937=100 each year) 
1938| .. 103 104 425-6 220 
1939; .. 101 104 448-8 245 
1940 | 112 107 491-6 357 
1941 | 123 | 112 504-3 , 367 
1942 | 138 122 494-4 634 
1943 | 150 129 448-2 705 
1944 | 155 | 133 429-8 808 
1945! .. 158 | 137 427-9 914 
1946| :: 161 | 139 417-6 | 939 
1947 (May) 167 145 359-5t 788 

| | 





t First five months at annual rate. 


ournal of the Institute of Bankers in South Africa, July 1947. 
ederal Reserve Bulletin. 
U.N. monthly Bulletin of Statistics. 


Sources : 
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IN TERMS OF STERLING 


THE VALUE OF CERTAIN CURRENCIES 
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BASED ON MONTHLY AVERAGE RATES MARCH JUNE SEPTEMBER & DECEMBER IN EACH YEAR 
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A Great Inheritance 


The foundations of Lloyds Bank are firmly rooted in the past. 
It inherits great traditions of which it is proud. 

But it is most proud of the tradition which insists that it shall 
always look towards the future. It is responsive to change, 
marching with the times, increasing the efficiency and versatility 
of its services as often as modern conditions demand. 
Tradition stabilises. Enterprise enriches. Lloyds Bank has both. 


LLOYDS BANK 


LIMITED 
HEAD OFFICE: 71 LOMBARD STREET, LONDON, E.C.3 











